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PROCEEDINGS

DR. WILENSKY: Thefirst session this morning isthe final rule for the fee schedule.
Kevin?

DR. HAYES: Thank you. Good morning. If you'l recall at last month's Commission
meeting, we talked about aworkplan for physician payment issues to be addressed in the Commission's March
report. At the time, we knew that HCFA was about to rel ease the Medicare fee schedule final rule for 1999.

At the meeting, staff promised to review the rule and bring to you any additional issues that came up there that
you might want to consider for the March report.

Asit turns out, the rule came out | think it was the Monday after the last Commission
meeting. Aswe reviewed the rule we came up with really two sets of issues that the Commission might want to
consider. One hasto do with some issues for the March report. The other has to do with refinement issues.

HCFA spends afair amount of timein the review talking about refinement of the resource-
based practice expense relative value units for the fee schedule. There are many, many issues that are deferred
to that refinement process. HCFA is proceeding with plans to set up the refinement process and it would start
next year. At this point, they are looking for good ideas about how to proceed with that refinement process.
They've asked for comments on refinement and other issues, aswell, but mainly on refinement, and asked that
those comments be submitted by January 4th.

So one issue for the Commission this morning, to me, kind of a priority for this morning
would be whether or not you want to submit comments on the refinement process and what the nature of those
comments should be. If you do want to submit such aletter, we would have a draft of it for you at next month's

meeting.



So what | thought | would do this morning isto just quickly go over some of the key points
made in the final rule, talk for abit about these refinement issues, and then there's a couple of things | can say
about the sustainable growth rate system. Simultaneous with the release of the fina rule, HCFA published the
sustainable growth rate for fiscal year 1999. So there's a couple of issues related to the SGR system that are
talked about in that notice. These are things that maybe we'd want to pick up for the March report.

So now, let mejust say acouple of things about the rule. One of the things that's addressed
in the document is the conversion factor, fee-schedules conversion factor update for 1999. Thatisaplus2.3
percent. It'smade up of a2.3 percent increase in the Medicare economic index. Thisisan index which
measures the prices of resources that physicians use to provide services. And no change in the other part of the
update, which is the sustainable growth rate systems update adjustment factor. Thisisapart of the SGR
system that compares actua and allowed spending.

Most of therule, as| said, addresses the matter of resource-based practice expense RV Us.
Probably the most important point to make about that isthat HCFA's continuing to use their top-down
methodology, the one that they introduced in a proposed rule which came out in June, one that you al reviewed
and commented on.

So that what we see then is that while they've made some changes in the methodology,
largely | would say of atechnical nature, in general the practice expense RV Us and the final rule have asimilar
effect of payment rates as those that were in the proposed rule.

In asecond I'll show you atable that was in a paper we sent out that summarizes those.

The other thing that's in the rule has to do with these refinement matters, and that we'll take
up after welook first at thistable. It just summarizes the changes in payment rates. These would be the

changes that would occur over the four year transition to resource-based practice expense RVUs. If you recall,



those RVUs will be phased in from 1999 through the year 2002. So if you kind of scan over thistable, you'll
see that the effects on payment rates, the values in the proposed rule versus those in the final rule, are pretty
similar.

So let'stalk for a second about these refinement issues, our next dlide here. | just would say
that there's really two categories of refinement issues. The first has to do with service-specific dataissues.
Thisis, for the most part, the information that HCFA's used on a direct cost of providing specific services, the
staff, the supplies, the equipment and so on, the costs associated with specific services. These are data that
came from those CPEPs, the clinical practice expert panels that HCFA used to try to collect this kind of
information.

| think one thing to say about these service-specific dataissues, it looks like thereisa
process emerging that will addressthem. The AMA's relative value scale update committee, or RUC, has set
up a practice expense advisory committee, or PEAC, which is going to tackle these issues.

| went to a RUC meeting on Saturday and they're pretty well on the way to setting up this
PEAC. The committee's first meeting will occur in February. The RUC identified arange of issuesfor this
group to deal with, and so on. So it seems like, in general, we're pretty much on a path toward resolving alot
of these service-specific issues. It's not to minimize the scope of the effort. There'salot of work required here.

But just from a process standpoint, it looks like there's away to resolve some of these issues.

Thereis another set of refinement issues talked about in the rule, which are abit of a
different story, and that has to do with what HCFA calls technical and methodological issues. These issues
cover arange of topics. They have to do with the matter of what some view as abiasin HCFA's top down
methodology in favor of high revenue specialties. It hasto do with how additional datawill be collected on a

physician's aggregate practice costs.



If you recall right now, HCFA's getting those data from a survey conducted by the AMA.
The problem with the survey isthat some specialties are under represented, and there are other technical issues
surrounding the survey. But it'samatter of just augmenting the survey on abit of methodological issue that's
going to need to be addressed.

Another issue | would put in this category is one that this Commission addressed in its
March 1998 report, and that has to do with a proposal that HCFA advanced early on to reduce practice expense
payments for services provided in conjunction with an office visit service. If you recall, HCFA had originally
proposed to make a 50 percent reduction in practice expense payments for these services.

So if we had a patient coming in for an office visit and getting an EKG, HCFA proposed to
reduce the practi ce expense payment for the EK G by 50 percent on the assumption that there were some
efficiencies associated with providing some services together. But anyway, HCFA has not given up on this
idea even though, based in part on our comments, they decided to put it on hold for now.

There'sjust awhole list of these kinds of issues that are going to need to be addressed
through some kind of a processthat will start next year.

Just stepping back and just kind of thinking about broadly about how HCFA might go about
dealing with these issues, | thought first about just the expertise that they'll need. Given what they're trying to
deal with here, it would seem like some payment methods issues would be important. They'll need some
expertise on survey research, accounting, and so on, in addition to just representation and participation from
those in the physician community.

The other way to think about this process has to do with how they might organize it. HCFA

has had some experience setting up fairly formal advisory committees, and they could do so again in this case.



Alternatively, they could work with some kind of a more independent entity, and I'm thinking here about the
RUC that | mentioned earlier. That'sthe kind of organization that has advised HCFA on some of these matters.

And finally, as HCFA notesin the rule, they could rely on contractor support. In that way,
using contractors, they would pass along these particular issues to contractors, get back reports, work with
stakehol ders, meet with them and so on, and ultimately formalize whatever decisions they make through the
rulemaking process.

So these are just some of the considerations, | think, involved in the process and some of the
things you might want to think about if we decide that we want to submit comments on refinement process.

Leaving that aside for amoment, let me just say a couple of things about the sustainable
growth rate system and the notice that HCFA published on that. The sustainable growth rate for fiscal year
1999 will be aminus 0.3 percent. The primary reason why thisrate is negative isthat HCFA's anticipating a
decrease in fee-for-service enrollment during fiscal year 1999, mainly because of shiftsin beneficiaries toward
Medicare+Choice plans.

In addition to publishing this rate, HCFA identifies a couple of issues which we might want
to consider for the March report. One has to do with correction of estimates. Asyou recall, the sustainable
growth rate is made up of four factors. One hasto do with changesin fees. Another hasto do, as| mentioned,
with projectionsin fee-for-service enrollment. Oneisreal GDP per capita. And finaly, thereisafactor for
changes in expenditure for physician services due to changesin law and regulations.

Because all these four factors are projections, there's some possibility that they will bein
error and later data might show that they're in error. And so the question now is should HCFA havethe
potential to go back and make corrections for those earlier estimates. They are kind of unclear on their

authority in this case, and this might be something we can consider and make a recommendation on.



The other has to do with mismatchesin time periods. There are anumber of calculations
necessary with the sustainable growth rate system and they're al based on data, asit turns out, for different time
periods. Asyou can see, the sustainable growth rate is calculated on afiscal year basis. It's used for a
conversion factor update, which is on acaendar year basis. There's some other calculationsin this process
which are for ayear ending on March 31st. Because of these mismatchesin time periods, HCFA is concerned
that this system will kind of start to oscillate, it will increase payment rates one year and decrease them to the
other extreme the next, and so on, just because of this mismatches in time periods problem.

So thiswould be the kind of thing which we could explore further, give you some analysis
on, and so on, for the March report if you think it'simportant to deal with it.

DR. WILENSKY: Could you just clarify, to the extent that you know this, the issue about
whether they have the authority? | was aso unclear about if there are errorsin the estimates, for example the
number of people who will leave traditional Medicare seems like a prime candidate for having an error in some
direction.

Is there some question about whether or not they can go back after the fact and introduce
correct information to recal culate the sustainable growth rate?

DR. HAYES: Yes, thisis some question about whether they have the legidative authority to
do that and | understand that HCFA's general counsel or legal counsel, whatever the termis, has been involved
in this and they just haven't been able to resolve that issue yet.

DR. CURRERI: | do think that there was much more response to this final rule than there
was even for the work values. | guess|'ve had at least 30 different organizations talk to me about it.

It's not what the final rule says, it'swhat it doesn't say, | think that'sthe real problem. The

problem was that many organizations that thought they had really substantial issues, they really don't get



addressed at all in the response and there's alot of disappointment in that among the physician community, |
would say.

Even if you look at it from the standpoint of what this Commission reported in their letter, |
don't think there was very much responseto it. We pointed out that there was problems with CPEP. HCFA
essentiadly, in the final rule, saysyes, there are problems. But it's unclear to me what they're going to do about
them.

We also pointed out the problem with the AMA/SM S survey with the under reporting in
certain specialties. And they say yes, that does occur. But again it doesn't say very much what they're going to
do about it.

But | think the thing that disturbs me most about it is they're delaying what they're going to
do with regard to future revisions. It seemsto methisis very important becauseit is potentially possible to
have real access problems with regard to specific codes that simply won't be used because a perception of
unfair payment. These are, by and large, problems that relate back to the CPEP process.

So | was hopeful at least that there would be a much more high end approach to how they
were going to revise the codes as they found the mistakes. | personally think that thisisimportant to get on
with now because these are going to come up, and there will be | think access problemsin small areas that we
probably will never pick up because they'll be individual codes.

| personally think that the PEAC process might be the way to go, because it parallels the
process that's in place for the work values and it would make the two situations similar. So | think that we
should make a recommendation or we should comment on refinement. 1've already expressed what | think is

the best way to go with that.
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| wanted to ask one question that doesn't relate to practice expenses but relates to
mal practice expenses. It relates to when | reread your report from last month, and | want to make sure | have
thisright. When PPRC suggested the program, they suggested that there be differences based on speciaty
because there were different costs of insurance from specialty to specialty. But also, that there would be a
factor in there for work values on the theory that work values had, in their construction, stress, risk, time, a
variety of other things.

As| understood what you wrote, they have instructed Peat, Marwick to ignore the work
values and simply do specialty differences. This makes no senseto me at al because even if one takesthe
same specialty, if the physician does a high risk area it seems to me he ought to be reimbursed more for taking
the higher risk for that code. And when he does a procedure or an examination that has no risk, he probably
shouldn't get paid very much for it because the likelihood of a suit isvery small.

Can we comment on this? Or isthere away that we can express, if the rest of the
Commission agrees with me, that thisis probably not appropriate? A perfect example, for instance, for a
neurosurgeon who does a spinal tap with very little risk or does a brain operation with very high risk. He's
going to get the same amount of mal practice adjustment, it makes no sense.

DR. HAYES: Sure. If you recdll from last month's meeting, thisissue came up a bit and Joe
had some very specific comments along that exact same line. My thought was that if we choose to submit a
comment letter to HCFA what | was going to try to convince you to do wasto aso includein that |etter some
comments about the mal practice expense payments.

The statement of work that you talked about that's been given to Peat, Marwick does lay out
amethodology. It isamatter of public record. And | think it would be something that we certainly have the

ability to comment on.
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The other point | would make, and I'm not trying to make excuses for HCFA, please don't get
me wrong, but | think they believe that Peat, Marwick -- given the way they've structured the work -- that Peat,
Marwick has the capability of coming back to them with an alternative methodol ogy to the one they call a
simple methodology that is based strictly on specialty.

But the problem isthat you're kind of taking a chance then. We're in kind of alimbo state
now, not knowing what Peat, Marwick is going to do. So it might be agood idea at this point, well before
HCFA's at the point where they're trying to put together a proposed rule, to comment and say thisis what we
think.

So my plan was to give you a comment letter that would address both the refinement issues
and the mal practice issues.

DR. LEWERS: Following up on that, maybe it's the same area that Bill's talking about, but
haven't they pulled some of the potential percentage for liability over into practice expense now? | think that's a
separateissue, isn't it? Or isit the same one you're talking about?

DR. CURRERI: No, it's a separate issue.

DR. LEWERS: Because how they can say that without any evaluation of the ligbility issue
that it's going to be less percentage of the total payment isunclear to meat al. | think there's something in
there about that. | wonder if you could check that.

DR. CURRERI: | think it went from 5 percent to 3 percent.

DR. LEWERS: 3.5 or something. | mean, that's just -- the liability rates are going up.
There's no question about that. To say that it isa smaller percentage of the final product | think isludicrous.
So | think there definitely needs to be some statement aong that line.

Y ou might evaluate that and let us know exactly what that is, but | know there is areduction.
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There may be more on that, | don't know if anybody had any comment?

DR. HAYES: Theissue here hasto do with calibration of the components of the fee
schedule. If you recall, we have three components of the fee schedule, work, practice expense and malpractice
expense. Theway the system is set up, each of those componentsis designed to mirror physicians use of their
revenues, either for their income, for their practice expenses, or for their mal practice expenses.

As part of the fina rule, HCFA updated those components with new information. What has
happened is the mal practice expense component of the fee schedule has gone from roughly 5 percent down to 3
percent, based upon the latest available information on how physician's revenues are being used.

So it does, in a sense, look like mal practice expense is going to become less important, but
based on what you're saying on increasesin professional liability insurance premiums, there seemsto be an
inconsistency there and we can see if we can work that out and give you some more information.

DR. LEWERS: Humor to call it liability, not malpractice, if you don't mind. Most of it is
not malpractice.

DR. HAYES: Right. | understand.

DR. LEWERS: They've also done some manipulation in utilization of the conversion factors
in areas which is changing some of the emphasis on direct and indirect expenses in the practice expense. Do
you have any information on that or can you help us with that? And should we comment on the utilization and
manipulation in the conversion factor to achieve either budget neutrality or to achieve an ultimate end goal ?

DR. HAYES: | think you've asked two questions. One has to do with how direct and
indirect expenses are dealt with in practice expense, and that is one of the issuesthat's on the list for
refinement. HCFA realizes that there's some limitations in their current methodology for dealing with the split

of directs and indirects or some question about, for example, whether indirects should be allocated across



13

services based on direct expenses and work or whether it should be direct expenses and the time physicians
spend providing services or what have you. So they put that on thelist of refinement issues that will be dealt
with next year.

The other point you made had to do with adjusting the conversion factor for budget
neutrality. That issue has some twists and turnstoit. Let me see how good | can do at trying to summarize
what they are.

| think that the biggest issue there has to do with changesin work relative value units which
occur as aresult of the five year review that was conducted in 1996. The results of the five year review were
essentially anet increasein work RVUs. Asaresult of review some work RV Us went down, some went up,
but the net effect was to increase the work RV Us.

So HCFA had to somehow maintain the budget neutrality of those shifts. They did so for
their first couple of years by applying an across-the-board minus 8.3 percent adjustment in all work RVUsin
the fee schedule. The problem with that isthat it does introduce some distortions because it affects the
relationship between the three components of the fee schedule, work, malpractice PLI expense, and practice
expense.

So HCFA has been criticized for doing that. So thisyear they said okay fine, we won't do
that anymore. Well takeit out on the conversion factor and we'll apply an adjustment to the conversion factor
to get us away from that adjustment to the work RVUs. So what you see then, reflected in the conversion factor
for thisyear, iswhile we have a 2.3 percent increase in the update, the actual conversion factor has gone down
by about $2. That's because of this budget neutrality adjustment that previously was taken out and work that's
now been an across-the-board adjustment in the conversion factor.

| don't know what else to say about that. If you feel there's an issue here...
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DR. LEWERS: Wédll, I think it'simportant to point out that while it looks like there'sa 2
percent increase, or 2.3 percent increase, actually there's adecrease. And so when you take all those factors
into consideration, | don't know that that's been pointed out. But we can talk about that as you see, | can talk
privately with you.

If I might, Galil, just comment on the SGR, because that is based on the number that they're
projecting that are going to be signing up. Now we've got programs pulling out, that we talked about the last
time with Medicare. | think that the SGR projections occurred before the availability of plans were occurring.
So whether or not that's going to have an impact, and how, and | just think that at some point we may want to
make a comment on that because of what isthat impact? |sthe SGR appropriate? And the fact that we don't
know -- while there's 60 plans, | understand, who are signing up, they're not up yet. So isthat going to impact
on where the SGR is going to go?

And then my final point is| agree completely with what | think | heard you say, we ought to
put everything on the same basis, either the fiscal year or the calendar year. It doesn't make sense to me that
we're doing that and | think we ought to comment on that.

DR. WILENSKY:: | think at the very least -- at least if anyone disagreesit would be helpful
if they indicate that.

| think we ought to suggest that they need, if they don't already have, the ability to correct for
errorsin estimates. | don't know whether they have correctly estimated the number who will leave traditional
Medicare. But if they get it right, it's not going to be right other years. And the likelihood of having it be
wrong seems substantia in this year because of al the flux in terms of the enrollment of these plans.

So that it becomes very important that they be able to make adjustments for errorsin

projections. | would assume there would be no objection to having that also be part of our recommendation.
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DR. NEWHOUSE: Wedo it for hospitals.

DR. WILENSKY:: That'swhy it's hard to imagine why one would object to making
adjustment for errors.

DR. CURRERI: Kevin, can| just ask you, somewhere it seemsto me -- either in the law or
the proposed rule -- there was something about relooking at the SGR at six months after the first data comesin.
Am | completely off base or is that something else?

DR. HAYES: Inthisrule or previoudy?

DR. CURRERI: | don't have any idea. It just cameto my head and | thought...

[Laughter.]

DR. HAYES: | think what you're referring to is something | kind of glossed over in my
presentation, and that is the idea that the update adjustment factor in the SGR, the thing that compares actual
expenditures to allowed expendituresis calculated for ayear but it's ayear that ends on March 31st. Theidea
behind using that kind of ayear wasthat it allowed use of data for the most recent time period available.

So while that was agood idea, the problem with it isit just exacerbates this mismatches
problem, where we got the fiscal year, we got the calendar year, and now we've got this other year. So that's
what you're thinking about probably.

DR. ROWE: Kevin, first of al, let me thank you for the clarity of your presentation here.

Y ou've convinced me you understand this. It meansthere's at least one of usin the room that understands this.
| think it's very complex and potentially contentious. What appears to be happening may not be what's really
happening, which | think isaconcern.

| wanted to ask about this volume adjustment because, in response to one of Ted's

comments, you said that as the volume goes up there's akind of feedback mechanism where the prices goes
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down or the payment goes down to compensate. | was wondering whether that volume, that adjustment takes
into account -- just for my information. Does it take into account need, like increased number of Medicare
beneficiaries or changes in their age or something like that? Or isit just services provided by providers?
Physiciansin this case.
DR. HAYES: The sustainable growth rate, let me just skim over the components of it again.
It's changes in fees, changesin real GDP per capita, changesin enrollment and changes due to laws and
regulations.

DR. ROWE: Enrollment istotal number or isit age distribution? Obvioudly, people over a
certain age might be increasing in numbers, where total enrollment might be decreasing in numbers. Aswe get
65 years past the depression, you know the birth rate fell during the depression. So the total number of people
entering 65 and older is actualy declining, | think. But the group is aging, per se so that there's achangein the
profile. And the older you are the much more utilization you have.

So I'm wondering whether we're correcting for that. | heard you say total enrollment.

DR. HAYES: Itistotal enrollment. So one thing that this group has talked about is this
meatter of the real GDP per capitameasure in the SGR. That isthe component of the SGR which isintended to
allow expenditures to grow for changesin medical practice, for changes in the volume and intensity of services
that beneficiaries receive.

So the question is whether or not that's the right factor to use there. Does it adequately
address the shifts that you're talking about in beneficiary need?

What | think you're arguing for is something almost like -- isn't it kind of like risk adjustment

that we do for our managed care --
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DR. ROWE: Based on age. The facts are that what we're going to have, | think -- one of the
main things I'm not is ademographer. It'slike Ed Koch every day had another ideawhat he wasn't. I'm not a
this, I'm not a that.

I'm not ademographer, but my understanding is that this is not a one year phenomenon.

That for several years, maybe eight or 10 years, there's going to be sort of arelative flat line or actually a
decrease in the number of people over 65 in this country. Then it really startsto pick up when Gail and | and
all therest of us become 65.

Sinceit's not aone year phenomenon, we could have an effect over the course of severa
years that would be substantial with respect to this. | guess| would like to have some weighted number which
says what's the average of the average beneficiary or something like the age of the average beneficiary, and
modify it according to that.

| think we should at least comment on that.

DR. ROSS: We can certainly look into that, Jack, although one thing -- and | haven't broken
it down for physicians per se, but if you look at Part B spending by ageit, in fact, varies very little. Most of the
age related spending occurs on the facility side.

DR. ROWE: Right, | see. That'sinteresting, Murray.

DR. ROSS: But that'sfor Part B asawhole, | haven't looked it. Kevinand | can chat on for
physician specifically. It may even matter by specialty.

DR. ROWE: And there aren't data that with advancing age there's actually areduction in the
total Medicare expenditures for each additional data.

But | think we should at least ook at this because it's going to be a phenomenon where there

are shifts within the population that are not reflected by the total population over the course of eight or 10
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years. And if there's no adjustment required or adownward adjustment, | mean it iswhat it is, we should at
least not neglect it.

DR. WILENSKY:: Again, | think people remember, this was not our recommendation that it
be aflat GDP. We had suggested plus one or two to allow for alittle bit more flexibility in the system.

DR. NEWHOUSE: | was going to support Jack's idea and note that we do adjust explicitly
the AAPCC ages in there, and we're adjusting the number of beneficiariesin the formula. So it would seem
consistent that since we're accounting for age on the at-risk side of the equation, that we would account for it on
the other side of the equation, as well.

My recollection issimilar to Murray's. | don't think it makes that much of a difference but
that's not areason not to do it. It would be a straightforward fix.

MR. MacBAIN: | just wanted to underscore a comment that Gail made earlier.
Incorporating assumptions Medicare+Choice enrollment is another areafor error. If Medicare+Choice turns
out to be aflop next year this sustainable growth rate will be higher for that reason alone. You try to
incorporate that into a physician fee schedule, logicaly it'sjust not defensible.

Theless defensibleit is, the more difficult it's going to be to achieve the desired outcome.
It'sno longer an incentive, it's Simply arandom number that comes out of the sky.

DR. NEWHOUSE: Anybody else want to comment on this? Kevin, do you want to ask any
final questions before we close this section?

DR. HAYES: | guessthe key question is, do you want to comment on these refinement
issues? If we do so, thiswould be a letter which addresses both the refinement process as well asthe
professional liability insurance expenses.

DR. WILENSKY:: | think the answer is, we would.
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DR. HAYES: Fine.

DR. CURRERI: Could | seeif | could get some agreement? | feel pretty strongly that the
RUC system has worked very well and | think it's worked very well because it's kept the line of
communications open between HCFA and the people that it's affecting.

| don't know whether this commission iswilling to do this, but | really think that if we can
keep asimilar type system working on this aspect, | would beredlly al for it because it keeps things constant,
rather than an independent contract or something else and you have to go through a third party and argue all
those points.

If we're agreeable to that, | would like to see that in a comment.

DR. HAYES: Could | then just ask one clarifying, follow-up question? | indicated in one of
the dides that there's some expertise required here in the area of things like accounting and survey research
methods and so on. So one approach to this would be what? HCFA kind of relies on contractorsto draw in
that expertise. And then the RUC sort of serves as aforum for review of what comes out of that kind of
process?

DR. WILENSKY:: Bill, it seemsto me you were alittle bit more open as to whether it ought
to be one of the advisory committees or the RUC. Whether it's exactly the same advisory process that's used,
because it does seem that there are some additiona skillsthat you may want to have in here that you might not
need elsawhere,

DR. CURRERI: Ted could comment on this because he's much more familiar with it, but
my guessis that within the ALA organization they have all these skills, but I'm not sure.

DR. LEWERS: They certainly have them. | don't know if HCFA wantsto use them. And

the PEAC is part of that process and certainly they are forming that. Kevinisright, the chair has been
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appointed, and will do an outstanding job, Jean Agrew from Californiais going to be the chair of that. They
certainly have al that expertise but it depends on...

DR. CURRERI: To answer your question, I'm not rigid about it, it'sjust that | think that
there needs to be this open communi cation which seems to have worked very well because problems can be
brought up to HCFA and be considered. Whether HCFA accepts them or not, that's gotten along pretty well.

DR. WILENSKY: We can be dightly agnostic in terms of the particular organization
structure they use, citing something like the RUC, either exactly the RUC or a process like the practicing
physician advisory committee, but to make sure that the people with the needed expertise and survey
methodology areincluded. And whether it's precisely the RUC augmented by AMA individuals knowledgeable
about -- I'm not sure we need to care about that.

DR. KEMPER: If | werein HCFA's shoes | would want to have at least potentia contractor
availability for some of these technical issues to support the effort.

DR. WILENSKY: HCFA doesn't need our permission to do that.

DR. KEMPER: It seems strange to be saying they shouldn't do that. But to say affirmatively
that they ought to be involving something of the PEAC. That's what seems strange to meis aternatives.

DR. WILENSKY:: | guessas| heard the point that Bill was making, it was both having the
ongoing dialogue and having something as comparable to what exists for the work value activity as possible.
Which would mean not really having thisjust as a -- well, it means not primarily or exclusively relying on
contract. So whether or not they have contract support is a different thing, but that they have away to have
ongoing dialogue and in as comparable way as makes sense.

DR. WILENSKY': Thank you, Kevin. Sarah and Tim?
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MR. GREENE: I'm talking today about several programs that Congress and HCFA have
established providing tests for various models of care for the frail elderly. I'll be going briefly over the
programs, then reviewing MedPAC responsibilitiesin this area, past MedPAC work, and then severa policy
questions that we've identified and a workplan for further work in this area.

The questions for the Commission are several. First, we need your feedback in a number of
areas. We'veidentified significant policy questions which the Secretary and Congress will have to consider to
decide whether and how current demonstration programs could be made permanent and how both
demonstrations and permanent programs can be made consistent are the questions we've identified, the correct
questions from your point of view.

Second, we've presented background information on care for the disabled and frail elderly in
mailing material in last March and last June's report and in other presentations. We hope to hear from you, if
you wish further background information for your deliberations, or if you wish more in-depth discussion and
material we've presented so far.

Third, the mail material presents and Sarah will be discussing a workplan for analyses of
these programs and issues. Since we cannot complete all items in the workplan with current resources and in
time for the June 1999 report deadline, we hope that you can guide us with your priorities on these matters.

Firgt, I'll review briefly the models of care that we'll be discussing thismorning. Firstisa
socia health maintenance organization, both first and second generation. Thefirst generation isreferred to
affectionately as SHMO | and the second is SHMO 1.

The first generation program tests the model of service delivery and finance and it's
supposed to integrate long-term care and acute care and social services. Congress mandated the demonstration

in 1984 and has renewed it four times. It's now scheduled to expire December 31st, 2000.
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The second, SHMO |1, demonstration is supposed to improve on the first generation plans
and to provide better service financing methodologies and benefit design. It will aso increase emphasis on
geriatric care, expand case management and improve risk adjustment in payment scheme. Congress mandated
this expansion of first generation demonstration in 1990 and has renewed it twice. It, too, is not scheduled to
end December 31st, 2000.

Third is program of al-inclusive care for the elderly, PACE. Thisisdesigned to keep frail
elders out of nursing homes. Enrollees must be eligible for nursing home placement and generally are
Medicare dligible. Congress mandated this demonstration in 1986 and renewed it twice. The Balanced Budget
Act of 1997 has made it a permanent part of the Medicare program and a state option under Medicaid.

Finaly, Evercare is a demonstration that seeks to manage acute care of permanent nursing
home residents by pairing geriatric nurse practitioners with physicians. The demonstration is intended to
improve care and reduce use of hospitals and emergency rooms. HCFA granted Medicare waivers for the
demonstration in 1994.

Note that the status of the program differs. Although SHMO | and SHMO Il remain
demonstrations, the Congress required in the BBA that HCFA report on how to convert them into permanent
programs. Inthe BBA, Congress has already made PACE a permanent program in Medicare. Finally,
Evercare remains a demonstration and its future is uncertain.

Turning to MedPAC responsibilitiesin this area, they differ greatly between the four
programs. First, with regard to SHMO | and SHMO |1, you have no mandated responsibilities. However, you
may wish to comment on areport to Congress mandated on the Secretary for 1999, due formally January 1,
1999 and expected now inthefall. Thisisareport that will lay out a plan for converting the SHMO

demonstrations into a permanent part of the Medicare program.
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With regard to PACE, the BBA does give the Commission several mandated
responsibilities. Y ou have to make annual recommendations as far as Medicare and Medicaid payment
amounts and methodologies. The Commission must aso comment on the appropriateness of alowing private
for-profit entities to participate in PACE. BBA authorizes a demonstration for for-profit sponsorship of PACE
sites but the demongtration has not begun yet.

Finally, with regard to Evercare, the Commission has no mandated responsibilities.

The Commission has done work on frail elderly and disabled in a number of work products
sofar. Inthe March of 1998 report, you included a chapter describing the PACE program. In the June 1998
report you had a chapter discussing managed care for the disabled elderly and the chronically ill, which are
basically groups that overlap significantly with the frail elderly.

The question now is for the June 1999 report what material you want to include. We could
include discussions of the social and health maintenance organizations, the demonstrations, the first or second
or whatever, or all of the four programs that we'll be discussing today, the SHMO |, SHMO |I, PACE and
Evercare programs. It's up to you, what we can move on to include next June.

Key policy questions that have arisen that we've identified really begin with a basic question
to be considered before we turn to anything, which is how can these programs, both demonstration and PACE,
be made consistent with each other and with the Medicare+Choice program? And should the demonstrations,
SHMO I, SHMO Il and Evercare be made permanent? To decide on those matters Congress and the Secretary
will have to consider several specific questions.

First, what additional value to beneficiaries get from participating in any one of these
programs? Possible benefits to beneficiaries could include better outcomes such as improved satisfaction and

improvementsin or arrested decline in functional status, and better coverage with less out-of-pocket payments.
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Second, if there are additional valuesidentified for beneficiaries, what desirable features of
these programs could be incorporated into the permanent Medicare+Choice program? The Medicare program
could require or encourage M edicare+Choice plans to adopt specific features of these demonstrations or plans
could choose on their own to voluntarily adopt features of their choosing for their frail elderly membersliving
in nursing homes or in the community.

Third, if these programs remain separate, should they be subject to all or some of the
Medicare+Choice standards? M edicare+Choice standards are designed to protect beneficiaries. Severa
exceptions might be warranted, at least for PACE and Evercare, which have relatively few healthy beneficiaries
as members. The requirement, for example, to survey enrollees using the Health of Seniors self report of health
status might be inappropriate for the functionally disabled and, in some cases, cognitively impaired population.

HCFA might wish to identify alternative and more appropriate quality instruments in dealing with the
population.

Second, the limits on enrollment and disenrollment which will eventually go into effect
might inappropriately lock beneficiaries into some specialized plans or exclude them from others. For
example, it makes no sense for a beneficiary leaving a nursing home to wait until the next open enrollment
period to leave Evercare. While on the other hand, a beneficiary who may be soon eligible for anursing home
may want to enter a PACE program and not be able to if he were limited to the enrollment and disenroliment
rules.

Finaly, aternative forms of information dissemination might be necessary to assist
functionally disabled or cognitively impaired beneficiaries to choose the plan most appropriate to them.

Finally, what is the most appropriate payment method for these plans? Programs for the frail

elderly base payment rates on the Medicare+Choice amounts but have varied approaches to reflect these
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population's risk for using services. We discuss those in greater length both in the mailing material and in the
appendix material.

On the other hand, the risk adjustment system proposed for Medicare+Choice, the DCG
system, takes health status into account, reflecting diagnoses in service use. HCFA has been studying whether
the diagnosis based system is appropriate for the SHMO, PACE and Evercare populations.

The risk adjustment system may not perform adequately when programs are tailored to a
small, sicker than average, subset of the Medicare population. But thisis aquestion that requires empirical
study and evaluation.

For the time being, HCFA will likely exempt SHMOs, PACE, and Evercare from the new
risk adjustment system and continue to pay them using their old formulas. MedPAC may want to think about
potential ways of adjusting the risk adjustment system for these populations and the implications of different
approaches this may have across programs.

Sarah will now discuss the workplan items that we've identified.

MS. THOMAS: I'm now going to go over the projectsthat Tim and | have thought up that
we hope will tell us more about the value of these programs, the standards that should be applied, and the
appropriate payment method. They're also afew assignments the Commission could take on to provide HCFA
advice on what to do with these programs, and aso how to incorporate the experiences from these programs
into Medicaret+Choice.

First are a set of projects that would try to get at the question of what value these programs
offer their enrollees. The Medicare+Choice performance measures like HEDIS may be appropriate for the

SHMO population who's not nursing home certifiable. But the populations who need long-term care probably
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have conditions or health care problems that are prevalent in these groups but not so common in the genera
population.

The focus of this project would be to identify the best outcomes measures. HCFA has
funded the University of Colorado Center for Health Services and Policy Research to identify outcomes
measures for PACE. We will monitor this work and also review the literature to find measures that might be
appropriate for populations like those in Evercare who live in nursing homes.

A fairly simple analysis would be to compare the benefit structures across the four programs
and compare them to those offered by Medicare+Choice plans. We'd also want to look at patterns of Medicare
service use by nursing home residents to understand where opportunities to reduce hospital care might be.

Second is a chance for MedPAC to weigh in on the future of these programs and standards.
Staff will look at HCFA reports on the SHM O demonstration and its plan for the future of the program next
year. The PACE regulations are supposed to be coming along soon. They'll probably come out in the next few
months, so we can look at any issues there and comment if you wish or present Commission views in the June
report.

Finaly, wewill look at payment in particular on what the best performing and most feasible
method of risk adjusting payments might be. The mortality rates on page two in your mailing materials provide
some evidence on the differencesin the burden of illness across these programs. If you think the information
would be vauable, we can cal culate pre-enrollment spending and service use much as PPRC did for the risk
program to get better inferences on risk selection differences.

Well spend some timelooking at potential candidates for risk adjustment and, depending on
the data availability, we can model the impact of different methods including the one that will be used for

Medicare+Choice plans in 2000 and 2003. We also want to take alook at the types of services used by the
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functionally disabled to see whether alarge share of the spending differences might be accounted for by post-
acute services or whether these folks simply use more of all kinds of services.

Leonard Gruenberg of Datachron in Massachusetts is working on a study for the SHMO,
PACE and Evercare plans and formed a coalition on this issue that will make a case that we think that the
current payment adjusters for the programs are appropriate and that no changes should be made until a better
system isdeveloped. WEe'l certainly take alook at the details of that study and welll take alook at the Abt study
on savings from PACE to Medicaid.

Any suggestions you might have on additional Medicaid projects would be very helpful.

At thispoint I'd like to turn over the discussion of the workplan and other issuesthat Tim
raised to you. What else do you feel you need to know to make recommendations on these programs? Or
which programs do you want usto consider overall?

DR. WILENSKY: Thank you.

MS. ROSENBLATT: | guess one of the comments | have is on the risk adjustment. There
seems to be so much concern right now about risk adjustment in genera that the level of concern | think would
be very heightened when you're talking about small populations like this, so | think it would be real important if
we could come out with a recommendation saying maybe risk adjustment for this type of population, we're just
not ready for it, the methods aren't ready for it, there are real credibility issues.

From what | know, when you've got populations that are biased towards illness, most risk
adjustment methods out there today definitely under-predict expenditures. So | think if we could do some
studies that would get usto that type of recommendation it would be helpful.

MS. NEWPORT: I'm going to confine my comments to the social HMOs because | fedl a

little more comfortable with what's going on there, in oneway. But on the social HMOs, there'sastage | and a



28

stage Il. The stage |l basically was updated to look at amore refined, if you will, payment method. But the
stage |, are they till staying with the old payment method or was their payment updated under the stage I1?

MR. GREENE: They're staying with the old payment method.

MS. NEWPORT: The last time there was any kind of definitive study of social HMO | was
in'88; isthat correct?

MR. GREENE: The evaluation has been ongoing since, a number of published papers have
come out, HCFA published an internally constructed staff summary in 1996 and afina evaluation report is due
out --

MS. NEWPORT: Any moment?

MR. GREENE: Legidation says March 2000. We thought it was coming out earlier than
that.

MS. NEWPORT: | guessthe concerns| have are sort of broad and one of the things -- |
agreed with your questions that you'veraised. What isthe value added for beneficiaries? Then how isthis
going to be incorporated into the Medicare+Choice program? Isit going to be generally available or are we
going to ingtitutionalize, if you will, just asmall subset of plans?

| think that if there's value | would argue that the value should be available to all
beneficiaries, as opposed to selected sites. | don't know the answer to that question but I'm suggesting, in terms
of equity in the program, that that be something that we recommend if it's going the other direction.

| guess I'd echo Alice's concerns about risk adjustment in this population, in population of
sites or population of demonstrations, that | would be very concerned since risk adjustment right now is based

on inpatient data collection, there seems to be some skewing there or potential skewing of payment.
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But | would also say that I'm alittle interested, too, in the effect on the traditional payment
side as opposed to the BBA payment. Are we going to get different results from that? Because we will be sort
of codifying, if you will, an old payment schedule as opposed to trying to see what effect the new payment
system would have on these plans. Again, | don't know the answer to that question but | think it's something
worth thinking about.

Then the variability, as | understand it, in terms of nursing home certification is based on
Medicaid law in the states; isthat correct?

MS. THOMAS: That's correct.

MS. NEWPORT: Do we have the ability to measure what distinctions might be imbedded
from state to state in that, and what affect that might have?

MS. THOMAS: Wedid alittle review of the types of different nursing home certification
requirementsin last year's March report. And we certainly could expand on that.

| also think that HCFA did contract with aresearch group to take alook at what the
implications of those variations might have on the level of risk, in PACE anyway. We can certainly track that
down and see where they are.

MS. NEWPORT: Then | guess I'm not clear in the issue of conversion to Medicare+Choice
what Congress intent might have been, or wasiit just we've demonstrated this since 1984, it's time to change
over? Have you had any clarity on what their thought processes might have been, or not, on that?

MR. GREENE: Not in great detail. Thelanguage of the legidation is straightforward about
producing aplan. The conference committee report is fairly emphatic that though the legidation simply left it

open, that all resources previoudly put into testing the program should be put into shifting SHMO and similar
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but it's gotten a strong message through that they want to convert SHM Os into permanent programs.

The suggestion is, though again it's not explicit, that those being the existing SHMO sites
would be made permanent. But it's unclear whether they mean --

MS. NEWPORT: Or that they could be expanded to --

MR. GREENE: | guessthe suggestion is that we make it a benefit available to all
beneficiaries would seem to suggest they want to expand beyond the current sites.

MS. NEWPORT: The answer to that could be very interesting in terms of direction for the
program, too, if thisis made available only on alimited basis or made available as an addition to existing
programs.

MR. MacBAIN: Back to the question of risk adjustment. The notion of using arisk adjuster
that's based solely on inpatient diagnosis seems to me antithetical to the whole objective of both of these
programs. Just taking what's in the paper here, the objective of the SHMO isto integrate acute and long-term
care. To pay on the basis only of acute admissions will push that in the opposite direction. And similarly with
PACE, to avoid institutionalized care for frail community residents means that you'll be paid in inverse
proportion to the degree of your successin achieving the program objectives.

So I'd like to see it worded a bit more strongly, that the current inpatient approach is flawed
enough for the Medicare+Choice population asa hole. But trying to apply it to this population would destroy
it. | think that'sfairly strong.

MR. SHEA: Inyour workplan you make the point about looking at outcomes measures. But

in the paper | get the sense that the studies that have been done in the evaluation so far are, at best, early if not
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inconclusive. It seemslike we're talking about a big decision here without, again my sense from the paper,
without really an awful lot of information on which to base a decision.

MS. THOMAS: | think that that's correct. There are much better measures that you could
use now, better toolsto take alook at outcomes. They looked at afairly simple set of outcomes and their
results were inclusive.

MR. SHEA: | thought one of your statementsin the paper, which | liked quite a bit in terms
of framing the issue generally, but one of your statements was to the effect that you need to look at if there are,
in fact, improvements and therefore thisis something with some added value, you need to identify where do the
improvements come from in terms of actually moving this along.

And then lastly, just so I'm clear, when the legidation talks about mainstreaming this |
assumed that meant, in some fashion, making this as a broad option in addition to traditional fee-for-service;
right? The fee-for-service will always remain, obvioudly.

DR. WILENSKY:: That's presumably, if you were going to make this more widely available,
what you would do.

DR. ROWE: A couple comments. | think that when it is made more broadly available,
technology such asthis, like new medicines or any other technologies are less effective in general than they are
in the demonstration projects. The group of people who came forward, whether it was Onloc or who it was at
first in the PACE demonstrations -- which are very small in number, you know there's 10 or 12 of them and
there are a couple of hundred patients in each of them. These arelittle boutiques, the best and the brightest in
geriatric care around the country. | just think it's very dangerous to take that experience and then generalize to

aMedicare+Choice or any other Medicare population. We should be aware of that, | think.
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| don't know how to compensate that, but we should take that into account alittle bit in the
pricing. And | don't know if that's going to increase the price or decrease the price, but | think we should just
think about it.

The second thing about the pricing is| think before we get to the risk adjustment, and | agree
with the absurdity of the inpatient basis, we should decide what we want this thing to cost. | think, with respect
to the PACE program, there was an intention, as | recall, to have this sort of be budget neutral. That is, theidea
was we're going to wind up incenting people to give more outpatient care and social services and other care.
And the costs associated with that are going to be compensated for by reductionsin inpatient care and it will be
budget neutral and we're happy with that. That was the assumption in the beginning.

DR. WILENSKY:: It'srealy reductions for PACE becauseit's Medicaid eligible nursing
home. It wasreally the reduction in nursing home overall costs.

DR. ROWE: Overdl costs then would go down.

DR. WILENSKY:: | mean inpatient, aso.

MS. THOMAS: Actually, inpatient also. In fact, one of the directors of one of the PACE
programs said that's where they get their biggest savings.

DR. ROWE: So| think adiscussion that HCFA should have, or maybe we should help them
with, iswhat do we want this to cost, before we get to how we're going to adjust therisk. That is, if we can
demonstrate increased quality in reasonable outcomes -- not mortality rate. | mean, it's like studying a mortality
rate in a palliative care program, a hospice program. Mortality didn't fall, the program must not be any good.

If we can find some reasonabl e sensitive outcomes that are concordant with our goals and we
can show an increase in quality, maybe we would be willing to pay a percent or two or whatever more for that

care for this generally neglected and not particularly well taken care of subset of the population. Maybe not.
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But we should sort of decide that, because the way it is now, if | understand the White study
from Abt and Cambridge, was that these programs are getting paid somewhere between one-sixth and one-
third less than they would if the patients were in traditional Medicare and they didn't have these programs, but
the patients were gtill in their system of care. So that's avery strong disincentive to have a PACE program, and
it's going to put these programs out of business very quickly unless some other approach istaken, | think.

DR. WILENSKY': Let mejust make a suggestion with regard -- | don't know if we'll bein a
position to know this, so it would be a hypothetical statement. To the extent we could share with Congress our
assessment that you could have, in a budget neutral world, better outcomes and better quality is one statement.
But it may also be possible to say that in order to get better outcomes it would reguire a positive spending, not
abudget neutral relative to either Medicare or Medicare plus Medicaid.

| don't know that it's particularly our place to say we should have that expenditure, but |
think it would be certainly avalue to say either at a budget neutral level here's what we think you could produce
in terms of outcomes and satisfaction. And in order to do something else, here's something about the additional
cost that might occur. That would at least give the Congress, if we were in aposition to say that, the
information to decide whether or not there was awillingness to put additional funds into the program.

DR. ROWE: And if they're specific about the intent with respect to the payment, then that
would urge some sort of post hoc correction, if they've overpaid or underpaid or whatever so they can get to it.
Otherwise, the way they are now, if somebody came to somebody in my position and said look, we've got a
great ideato take 250 of our most frail elderly and put them in this program and we're only going to lose 30
percent on it, compared to what we're getting asit isnow. There'snot agreat incentiveto doit. Might do it

anyway, but it's not a great incentive to do it.
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DR. WILENSKY: There may be at least an ability to comment on the numbersissue that
Jack had raised, which isto the extent that there's been self-selection among providers -- which | think is
probably correct -- it would mean that it would be hard to replicate even the results you're having now, which
appear to be quite equivocal.

DR. ROWE: That'sright. My guesswould bethat it's going to be very hard to -- you're not
going to find another 12 sitesthat will do aswell. That's nowherein the material.

Thelast comment | had has to do with thisis-- and | think it's relevant to the comment that
Gail made about Medicaid. Thisisvery much, we'relooking at half of atwo piece program here. And the
Medicare program is pretty constant across the United States. But the Medicaid program is very variable.

So | think the success or the relevance of the PACE programs really varies across states
because in states in which there is what's perceived to be a very rich Medicaid program the patients don't see
any added benefits to the PACE program because they get all these other services anyway. So there'sless
incentive for the patients to go in, and vice versain the states with the less robust Medicaid program.

So | think that we might comment on that alittle bit, about that interaction.

DR. KEMPER: I'dfirgt, just to mention that this is a nice comparison and presentation of
these programs and pulling together alot in ashort space. | think that's particularly useful because they do
have some things in common even though they do have very different histories and so on. There will probably
be other demongtrations in Medicare that come along where these same kinds of issues of integration with the
regular program come up. So | think that's really useful.

| would suggest that you focus the analysis on the payment issues and risk adjustment and on

the issues of what it would mean to integrate them in Medicare+Choice. These are the kinds of innovations, |
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think, Congress had in mind by having Medicare+Choice kind of program and consumer choice. These didn't
come from that initiative, but they're the kind of innovations that one might hope for.

It seems to me that while | agree with Bill and Alice on risk adjustment asiits currently laid
out isn't going to do very well on this group, it seemsto me that the long run objective ought to be to try to
devel op risk adjustment that would deal with it. Infact, it'simpossible not to deal with what Jack called the
payment issue and what Alice called the risk adjustment issue. As| understand it, PACE gets 2.3 times. So
there's risk adjustment right there. It's not that it can be put off, it'sright in all these programs.

So | would argue we ought to really focus attention on that issue and try to figure out what to
do about it, not next year but five years from now.

It seemsto methe issue is should other types of plans be able to get that same payment rate
to pursue some other different kinds of innovations. If that is, in fact, atrue reflection of the Medicare
contribution in costs, then it seemsto me that other kinds of plans might be entitled to that payment for similar
patients to come up with potentially different kinds of innovations.

| guess one question | had about your paper was you at one point -- it's actually on page nine
-- mention that the programs should be discontinued or folded in to Medicare+Choice if they offer little
additional value to beneficiaries. | wouldn't necessarily equate folding them into Medicare+Choice with
discontinuing them.

| would almost view it as making them permanent because if they're incorporated in the
Medicare+Choice then al kinds of organizations could spring up, Jack's point notwithstanding. There may not
be lots of plans out there that could do this. But at least in principle, rather than discontinuing them, it seemsto

me it's really opening up the opportunity for expanding them if they're brought into the Medicare+Choice.
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| think there's risk to the program if we start proliferating lots of special programs with lots
of unigque payment rates which, over timeit's going to be impossible to know whether those payment rates
really bear any relationship to what the Medicare contribution would have been generally.

DR. NEWHOUSE: | have ahopelessly broad and a very narrow comment, so maybe the
average will be okay if you don't like the two comments.

The hopelessly broad one is an issue about how to frame this question which goes
considerably beyond our charge. To me when | read this, you start out the primary policy question is whether
Medicare should continue to make these programs available. These programs, to me, are the proverbial
camel'snoseinthetent. That is, they generally raise the issue of integrating long-term care benefits and acute
care benefits, which you kind of start out here but then don't really continue very much with.

| think it probably important to start out by saying that the country is going to probably be
grappling with that issue for the next many years. And that it really raises the issue of how to integrate
Medicare and Medicaid benefits. These programs are just tiny but the issueis enormous. They'rekind of a
little, almost distant early warning system. But the problems are there and they're going to get worse.

So | guess I'd like to start out by framing the issue that way, and just to alert people that this
isjust alittle piece of the issue.

Then the very narrow comment is | was struck by your comment about using the self report
of health status as arisk adjuster and that this may not work very well for cognitively-impaired people. The
issue that raised for meisif that'strue -- and | don't know what the evidence is there -- thishas got to be a
problem, in general, on the at-risk program. Again, there are such atiny number of beneficiariesin these
programs, just on the sheer size of it there have to be more cognitively-impaired people in the regular at-risk

program.
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What are we doing or what is HCFA doing there with their risk adjustment instrument? |
didn't know the answer to that question. I'd never thought about it before.

MS. THOMAS: Just to clarify. | think that the discussion of self-reported hedlth statusis
more for measuring functional status and changes over time, not necessarily that it would be used for payment,
but to gauge plan performance.

DR. NEWHOUSE: But isn't Health of Seniors mandated for all at risk enrollees?

MS. THOMAS: Yes, absolutely. But it wouldn't be used for payment. 1t would be more to
measure plan performance.

DR. NEWHOUSE: But there's till anissue.

MS. THOMAS: It's definitely across-cutting issue. Definitely.

DR. NEWHOUSE: You'reraising the issue of maybe thisisn't suitable for this small
population but that comment has broader implications.

MS. THOMAS: Agreed.

DR. CURRERI: Y ou asked usto try to give you what our ideas of prioritieswere, in terms
of where you should go. | must say, | had the same problem when | read this paper -- and no criticism of the
paper -- as Gerald had. That isthat there seemed to be not enough data available at the present time to make a
lot of the decisions that you're sort of asking usto do in the future.

So theway | looked at it pretty simplistically was that Congress has decided thereis value
added in the PACE program and they have put it in there, and therefore that ought to be our number one
priority, islooking at quality, outcomes, and so forth in the PACE program.

SHMO [, according to the literature, had no value added at all. And we don't have any idea

about SHMO 11, so | think we ought to just do nothing with SHMO 11 until it'stime to critique at the end of the
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demonstration. Becauseif it turns out there's nothing value added in SHMO 11, we've wasted an awful lot of
energy.

Evercare, | would put in the third priority becauseit's sort of just in limbo at the present
time. Unless there's some serious feeling that Congressis going to incorporate this, | think we ought to just
observe what's happening in that program and not put alot of effort into trying to evaluate it.

MS. NEWPORT: Just aquick timing comment. Thisagain ison the SHMOs as opposed to
the other programs. | think that we need to be sensitive, and Congress needs to be sensitive as well to
enrollment growth in these plans, and if there's some acute change that happens you can have a pretty
interesting impact, if you will, on the populations that are enrolled. So | think we need to exercise some
caution.

Which goesto, | guess, quality, the cost, et cetera, in terms of what our recommendations
are. If theresvalue added, great. But if there's not and there's a distinction made that there's no value, then
why are we perpetuating programs that we're allowing to grow at the sametime? | think we need to make sure
that we're not sending the inappropriate signals. And when | say we, that'saglobal policy we.

There'sacap?

MR. GREENE: Yes, the BBA increased the cap and it's now 36,000 per site.

MS. NEWPORT: | think that goesto alot of subtext to alot of comments here, but | think
we need to be pretty explicit about if there's ageneral dissatisfaction with one type of program we need to be
cautious about the effect.

MR. MacBAIN: | just wanted to go back to comments by both Peter and Jack earlier. That
is| appreciate Peter's comments on the risk adjuster and completely agree there needs to be something, just not

theinpatient.
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But | don't want us to focus just on the cost side of this, because there'saclinical issue and
Jack can speak to thisalot better than |, is this whole question of as we continue to have more frail elderly with
more simultaneous complex chronic conditions the existing approach to caring for themis, as| perceiveit, not
adequate particularly in alot of areas of the country. Certainly in rural areas, inner city areas and probably alot
of metropolitan areas.

What we've got here is the beginning of what could be a series of experimentsto try to find
better ways of dealing with this population, which is going to just keep growing.

What ismissing | think isthat these were set up more as a political outcome rather than as a
scientific investigation. | don't think they were set up specifically with the end in mind of what are we going to
measure, when are we going to measure it, and what sorts of feedback are we going to use? Arewe going to
allow modification of the programs based on measurements? That kind of thing.

Would it be appropriate for us to add a comment on that in the June report, how we might
take this beginning and craft it alittle bit differently, to really try to use afew federal dollars to encourage this
sort of experimentation and evaluation. To try to find the best clinical way of dealing with these problems.

Once we've got a better handle on clinica aternatives, then we can try to figure out which of
those is the most cost effective. Jack isthat areasonable...

DR. ROWE: | agreewith you. | think thereisan intrinsic belief that hospitals are bad for
old people, so that any program which reduced hospitalization was necessarily good.

| happen to believe that that is about aswrong asintrinsically that nursing homes are bad for
old people. And that if you've seen one old person, you've seen one old person, particularly when they're really

sick. So | think those kinds of measures are not the right kinds of measures.
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DR. WILENSKY: We could certainly suggest doing experimentation to get better clinical
outcomes. We certainly could suggest, with even greater expectation of a pickup, allowing more
experimentation and a budget neutral as opposed to a cost saving environment. We can recommend, if the
Commission wants, things which are positive costers. But we have to recognize that we come up with also
recommendations about how to finance them, they're lesslikely to be viewed with seriousness.

But it does seem to me that because these are, in fact, less than it appears would otherwise
have been spent so that there are savings associated, we certainly could make recommendations that HCFA
allow more experimentation with particular emphasis on clinical outcomes and satisfaction, aslong as there
was a likelihood that they would be budget neutral.

MR. MacBAIN: Just afollow-up question on the savings in the PACE program. | haven't
read the study.

As | understand though from the paper, the control group were people who had elected
themselves not to complete the enrollment process, which makes them a self-selected sample. Are there other
aspects of that study that control for the effects of that selection that could otherwise skew the results?

MS. THOMAS: Yes, the one, Carol Irving, was the predecessor, and she actually did look
at the differences between the sample and the control. And then, when the later paper was said to look at the
cost savings, those differences were controlled for. That did not apply to the earlier outcome study, though.

DR. ROSS: Just aquick clarifying question. On those savings, those were across Medicare
and Medicaid combined?

MS. THOMAS: Just Medicare. The Medicaid work hasn't been completed yet. Just

Medicare.
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DR. KEMPER: Two comments. Oneis, Bill, your comments also are similar to comments
about the care at the end of life and it seems like there's a package of related comments here.

The other isrealy aquestion. Y ou mentioned doing analysis of Medicare costs and that
piece of it. | agree with Joe, thisis bringing together the long-term care piece and the acute care piece. How
much ought the Commission to get involved in in looking at the Medicaid cost side of things?

DR. WILENSKY:: Unlike PPRC, we do not have Medicaid as a charge to us. However, to
the extent we are asked to look at these programs, it's hard not to get into that issue. | mean, we will have not a
general assessment of responsibilities or of effectiveness of Medicaid, whereas PPRC was looking at physician
participation in Medicaid and access and other broader measures. We will not do that, but | think it is
appropriate with regard to this specific program to look at it as an overlapping responsibility.

MR. JOHNSON: Just sort of an off-the-wall comment, maybe to close this. We're sort of
projecting current illnesses and current modalities of treatment into the future with a larger frail population.
Somewhere in here there's arole of what happens with technology like pharmacological advancement which
may or may not affect who the frail elderly are, how old people are living, genetic kind of activities.

Somewherein here, it seemsthat we're just focusing in a disease element as opposed to also
having somebody from a policy point of view looking at the advancement in these other areas, which may
alleviate some of this or change the nature and change how things are delivered. That's sort of how many
angels can dance on the head of apin. But on the other hand, we're so focused on this stuff that somebody
somewhere ought to look at the broader picture, aswell.

DR. WILENSKY': | think, not for this year.

Thank you very much. Do you have enough direction?



42

David and Andy, moving on to the other similar issue that has been raised a couple of times,
that is care at the end of life.

Jack, did you like the New Y ork Times article on that nursing home that was on the front
page?

DR. ROWE: In Seattle? Apparently they've hired her just to be like an aging or long-term
care or something. She's done several articles. | thought it was excellent.

DR. WILENSKY: Asdid|l. That clearly indicated, apropos your comment, that nursing
homes are not necessarily bad. It was avery interesting, very long article on this one nursing home.

DR. ROWE: | think Bruce Vladeck wasright 20
or 25 years ago when he wrote his book about nursing homes and how bad many of them were. But we've
never recovered from the view. So every time you tell an older person they have to go to a nursing home, or
you think they should go to a nursing home, you wind up with this terrible resistance, like you're sending them
to their death or some terrible prison or something. It'sjust aview we havein this country, and it'sjust wrong.

DR. WILENSKY: Andy.

MR. COSGROVE: Thank you. Good morning, everyone, it's wonderful to be back in front
of everyone again. | am going to present the first part of this outline and al so the last part, and David, to my
left, will have quite a bit to say in between.

I'm going to speak alittle bit firstly about the challenges of providing high quality care at the
end of life. There are anumber of issues herethat | know alot of you are quite interested in. Onebig oneis
respecting the wishes of patient and family in this process of dying. Studies and surveys have shown there are
problemsin some areas. One of the big onesisthat alot of times an advance directive is not a part of the

medical record. Assuch, the things can get lost in the hospital.
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| think just interpersonal communication about dying and the end of life is maybe not as good
asit could be. One survey that | looked at found that of patients who had filed an advance directive about 20
percent had actually changed their mind but had not notified providers or anything.

While we haven't found any extremely large, very scientifically rigorous studies of advance
directives, there are anumber of smaller studies out there that we intend to look at and summarize.

Another one, sensitivity toward culture and religious differences, | think that can kind of
speak for itself. Weall come from somewhere and we al have different mindsets and cultural identities and
things that we are expecting towards the end of our life and things that we're not expecting. We can provide a
summary of those.

Addressing emotional, spiritual and social needs, sort of comesin under the cultural thing, |
believe.

Moving on, relieving symptoms including pain, painisabig one. For thisworkplan, | think
areview of literature on the extent of physical suffering during dying, the support study which isthe big
groundbreaking study in thisfield, said that there's plenty of that. Also, review literature on the effects of
opioids prescribing laws and provider's fear of professional sanction and criminal prosecution.

Surveys of doctors have shown some trepidation to prescribe opioids and to prescribe
analgesics, which are not quite as strong as opioids, in their place. | also describe reasons why other physical
symptoms may not be treated adequately.

Another big issueis continuity and the coordination and comprehensiveness of care at the
end of life. Weintend to search literature, discontinuity of care and its effect on the patient. We know, | think,
from some previous studies on | guess both commissions. Thereisafair -- like with the post-acute care, it has

been documented that it's just generally a bad thing.
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Weintend to look at claimsfilesto analyze sites of care providers visited to like the numbers
visited, the duration of these visits for a period six months prior to death, 12 months prior to death, to get a
better handle on -- just to the extent of this problem.

| also want to describe palliative services that are not covered by the main Medicare benefit,
which is strong opioid prescription drugs, the medical socia services, things of that nature.

And now, ladies and gentleman, live to you from Palo Alto, California, David Shapiro.

DR. SHAPIRO: Thanks. The second section we propose would be on ng the quality
of paliative care. For providersto improve their performance it has to be measured, so this section will look at
the state of the tools that we have to do this. Few, if any, of the standardized measures currently in use are
applicable to palliative care, so we'll take alook at what's under development.

Anticipating that even that will not be sufficient for Medicare's needs, we anticipate that
we'll need to look at how Medicare could stimulate the rapid development of the measures that it will need to
use or want to use.

The third section we propose is on professional and medical education. We'll look at what
needs to be taught and the extent to which it is being taught or tested in undergraduate programs, in licensing
and certification exams, and in continuing medical education both for physicians and for non-physician
providers.

The fourth section we suggest would be on improving the use of advance directives. There
isasizeable body of research now on advance directives and a small amount of it is actually even applicable to
the important issues, so well try to synthesize some of that and draw whatever lessons we can and see how
federd policy is currently embodied in the Patient Self-Determination Act of 1990 might be better directed.

The fifth section is on hospice benefit.
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MR. COSGROVE: There was an appendix describing the hospice benefit in general at the
end of this section. Hospice has not been presented to this commission formally, so | hope you saw that if
you're not very familiar with the benefit.

A couple of things we wanted to do here, we thought we'd analyze hospice claim files and
beneficiary data to describe the characteristics of hospices, their patients. Thereisthe sense in some of the
literature that hospice tends to be a white, middle-class, suburban phenomena. There are some possible
reasons for thiswhich I'll get right into.

We want to investigate barriers to access that may result from some of the structural --
what's the word I'm looking for -- the dligibility rules. The six month terminal illness diagnosis, which
generally limits the patient base to something of a cancer model or something to where the patient's decline is
fairly predictable and fairly rapid.

Also, there's the significant amount of informal care that hospice patients require for the
most part. Thisactually results from acap on inpatient care for hospice patients. The focus of the program is
primarily to alow patients to be in acomfortable setting in their home for the end of life, but thisaso tends to
requireinformal care at home.

Wewould look at ways to possibly expand thisway of treatment and there are things that
could be done, ingtituting a co-insurance for some home care, to extend that to people that don't have those ties
and people to provide that.

Looking at Medicare+Choice and the hospice benefit, hospice asit stands is something of a

managed care program right now and we would just present these to you.



46

| guess what we're looking for on this presentation is for your feedback on these projects,
which ones seem alittle more interesting than some others. And other questions you would have, other
projects not listed here that we might do.

DR. WILENSKY:: I'm alittle surprised at some of the detail in terms of the education and
training of physicians and nurses and others looking at curriculum. | don't know how others on the
Commission feel, but | don't see that we bring awholelot to the table.

| think it would be fine to say thisis an issue that needs to be looked at, but | don't really see
that thisis an area of expertise for thiscommission. So it would seem to me that there are a number of areas
that you've raised, particularly with regard to measuring quality and the integration with Medicare+Choice and
advance directives, all of which strike me as having alot that we might be able to say.

I'm alittle uneasy about having this commission getting into curriculum review and areas
likethat. But my colleagues my fed differently about what we can usefully say, looking at textbooks, et cetera.

MR. COSGROVE: If | canjust -- the focus, because we got the message loud and clear, |
think, from previous meetings from this commission that the care of the dying is not an issue to have money
sgueezed out of. We know that most of the spending for peopleisin thelast year of life and we had the sense
that we're fine with that. Not to say that there's no issues of spending to look at, but...

DR. WILENSKY:: That'sawhole different area that we can take up if we want to, but thisis
really within the context of what you're suggesting. It just seemsto methat again, thisisan areathat is so far
beyond what | would regard our normal expertise that my own opinion isthat we could bring more to the table
by looking at some of the other issues that you've raised, although | think I'm perfectly comfortable with saying
that thisis an areathat has been ignored, to the extent that it has been ignored, by the medical education system,

it'simportant, it needs to be given additional attention.



47

As opposed to our getting into making recommendations or assessments about curricula and
textbooks, et cetera.

DR. ROWE: Gerry wanted to know if | was going to riseto thisbait. | don't wantto getina
disagreement with our distinguished chair based on her extensive experience with medical curriculum, so I'll
hold that for alater argument.

But in general | would say, Gail, | think that the question comes down to whether or not --
it's how we view the program. | mean, it's sort of like the GME question, too. | mean, what isthe
responsibility of the program? If the responsibility of the Medicare program isto try to assure that the health
care capacity in the country can take care of the needs of Medicare beneficiaries, then it's amatter of not just
the numbers of doctors and how many are primary care and how many are specialists, but whether they have
the skills, they have been educated in such away to in fact take care of the needs. And this may be, care at the
end of life, one of the needs.

On the other hand, you can define it, you know, that's not necessarily telling them what
textbook to read, although | did write atextbook of geriatric medicine several years ago and | would be happy
to haveit included. But | think we can talk about this alittle bit when we get to the manpower issues because
there's a bunch of stuff about manpower and specialty versus primary care and GME and what have you.
Maybe that would be atime when you and | could share our perspectives on this.

| think the two points | had for you guys were | think there's a palliative care DRG kind of
demo in Medicare now. There has been for about ayear-and-a-half. And | think this section would be a good

section to summarize the experience for that.
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MR. COSGROVE: | took actually aquick cut at that data last week. It was used at all about
4,500 times. That DRG would fall or the ICD-9 for palliative care that fallsinto a catch-all DRG of al other
something other services. And that didn't fall into a DRG for payment very often.

So we have like an initial of that. And we will be looking at it further. Out of the 4,500
diagnoses it was the primary just once. It was mostly tertiary to number 10.

DR. ROWE: Right. It'samost never the primary diagnosis. Most of the time what happens
is somewhere along the hospitalization people see that care is futile and the family and the patient and the
providers make the transition from trying to cure the patient to a palliative mode. Soit's not unusual that it
wouldn't be the primary diagnosis. People are dying of something, breast cancer or whatever.

But whatever that experienceis, | think this might be a good chapter to have it summarized
in since HCFA did go ahead with that experiment.

The second thing is | think that as you're going to describe who uses hospice you should
describe who uses advance directives, because | think there is the same concern that the African-Americans
very infrequently use advance directives. There are these cultural barriers that we don't understand.

MR. COSGROVE: Issues of trust of providers, things of that nature.

MR. MacBAIN: One other aspect on the barrier question, and that is whether Medicare
payment policies or other policies regarding hospice programsis a barrier to entry into the marketplace of
additional programs.

DR. MYERS: | want to come back to the end of Jack's statement. | think there are alot of
issues surrounding race, there are alot of issues surrounding socioeconomic status and religion with respect to

hospice referra, identification and referral of patients, and the accessin certain areas of the country that | think
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really need to be looked at in more depth in the outling, that you did acknowledge them verbally but the outline
seems to suggest.

| think those are increasingly difficult and problematic issues and will be highlighted over
the next several years as the hospice --

MR. COSGROVE: Use of that specifically with hospice referral? | just want to make sure
that | have exactly what you said.

DR. MYERS: It'snot only referral. It's aso the willingness -- the cultural barriersin
actually accepting referral aswell as making the decision to refer. I1t'sboth. They're different and | think they
both deserve alook because | clearly think that the numbers that |'ve heard that need to be explained asto why
in certain communities it's very rarely offered and/or used.

| would agree with Gail, | wouldn't spend too much time on the curriculum issue. There are
alot of curriculum expertsthat --

DR. WILENSKY: Many of them here among us.

[Laughter.]

DR. ROWE: Touche.

DR. MYERS: Thelast thing | would mention, what is asix month terminal illness? How
good are we at identifying what a six month terminal illnessis?

MR. COSGROVE: | guess, they say that the model is cancer, which isalittle more
predictable than some other things, but not perfectly.

DR. CURRERI: But doesit realy matter? Becauseit seemsto me, when | read this
appendix, they have to say the patient is going to diein six months, but once six monthsis over you can go

another 60 days, another 60 days.
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DR. WILENSKY': It mattersisyou're worrying about the | G.

MR. COSGROVE: Right, Operation Restore Trust and red flags, et cetera.

DR. NEWHOUSE: | wasjust going to agree with Gail on the education side. Sinceyou
were asking for areas to emphasize relatively, when | got there, my comment was should come from the
profession. There well may beissues about how well the profession is doing it, but | don't think we're the right
group to intervene. There are other groups that could do that.

DR. KEMPER: That doesn't prevent us from saying, some attention needs to be directed to

| just wanted to come to the number 11, assessing the quality of palliative care. | wonder if
that shouldn't be broadened to include ng the quality of care at the end of life, because it seemsto me
there's a question about quality of palliative care but the real question seemsto me the choice between
palliative and vigorous, acute interventions. It seemsto me some attention ought to be given to the broadening,
just from what kind of care do they get once that choice is made.

DR. SHAPIRO: | think that's an excellent point.

DR. NEWHOUSE: As| understand it, one of the issues hereisthe criteriafor being
hospitalized. That isto say, if one wanted palliative care and can't for some reason be readily managed at
home, there is an issue about whether -- and hospitalization would be clinically indicated -- whether the person
iseligible for Medicare benefits because Medicare is supposed to be treating the patient. |sthat correct?

DR. ROWE: Medicare is supposed to be providing care.

DR. NEWHOUSE: Care, but active care.
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DR. ROWE: | can assure you, Joe, if you were dying with severe pain and | gave you some
morphine, you would think that | was actively caring for you. Just because | wasn't making your disease going
away, doesn't mean you're not actively caring for them.

DR. NEWHOUSE: | understand. But theissueis, as| understood it from talking with
people -- at least in some areas -- there was issue about whether the patient was eligible for Medicare inpatient
benefitsif they were just being hospitalized for palliative care.

DR. ROWE: | think that was the idea of this palliative care DRG.

MR. COSGROVE: It was my sensethat palliative care -- well, | think at this point it'san
ICD-9, palliative care, the DRG is. But that was just away for, | think, the hospital to be able to receive some
payment for something. Because as we saw, or as the claimsfiles show, that that is usually atertiary type of
diagnosis, meaning that there's probably something else that has caused -- well, there's something that's caused
the dying and the death. And it's my not educated but guess that probably all that can be done in a curative
sense has been done, and it's obvious the patient's going to die and the hospital can have alittle continuity of
care maybe to keep the patient there, in the bed, alittle longer time instead of somewhere else. And the
hospital can receive alittle more reimbursement for that patient.

DR. NEWHOUSE: Let me put it more -- Gail and | are both under the impression that, at
least in some areas of the country, hospitals are behaving asif they're not entitled to reimbursement for this
kind of patient you just described.

DR. WILENSKY: That ismy understanding. It'san either/or.

DR. CURRERI: That's not what it says on page 8 of the appendix.

DR. WILENSKY:: | know that's not what it says, but it's at least my impression, that it'san

either/or.
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DR. NEWHOUSE: That'sonereason I'mraising it. To the degree thisisthe case, and
maybe we could establish that or seek to establish it, that this seemsto be an issue that we might want to weigh
inon.

DR. ROWE: | think that may be happening, if | understand this, is that hospitals have
always sort of put down the diagnosis as like cancer, breast cancer say, as opposed to palliative care or
uncontrollable pain or breathlessness, or whatever the real reason to be admitted is. And they get paid for
under that. And many of them are now saying well, that's a ruse and we're not going to do it anymore. We
want HCFA to stand up and recognize that palliative care is an appropriate and compensatable kind of care.

DR. NEWHOUSE: That's part of it. But I'm also hearing anecdotes about patients being
bounced out of the hospital but UR committees on this ground, or PROs even sometimes.

DR. ROWE: | understand now. | completely missed that, that hospitals are not accepting
patients who require this care because they say that HCFA isn't going to reimburse them?

DR. NEWHOUSE: Or the intermediary isn't going to reimburse them.

DR. CURRERI: | think one of the problemsisthat there is acap of $15,000. So even
though you can be hospitalized --

DR. NEWHOUSE: No, I'm not talking about hospice. I'm talking about traditional
Medicare.

DR. CURRERI: Then| didn't follow your point. Maybe you could state it again.

DR. NEWHOUSE: Theissueiswhat are the criteria under which a patient is eligible for
hospital reimbursement in the traditional Medicare program? My understanding was that the patient is
supposed to benefit therapeutically from being in the hospital. But that's being intepreted as the patient's

supposed to be under active treatment for some disease.
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DR. ROWE: That'sredly crazy.

DR. NEWHOUSE: | agree. But theissueis, isthat the case? And are people, in fact,
interpreting the statute in that fashion?

DR. WILENSKY:: Obviousy when we get to having some additional work, thisisan area
that we just would like to get some clarification and also be clear.

MR. COSGROVE: I've actually heard sort of the other way, that in other care facilities, not
to the level of ahospital, there's admittance to the hospital say when people in anursing home. | know this, |
think, happens more in the Medicare programs, that patients will be transferred from anursing home. The staff
there isn't as equipped to deal with the final stage of an illness, and some of the acute, emerging conditionsin
that stage. So I've heard actually just the opposite, so this definitely looks like something to look into.

MR. GUTERMAN: | think in general the hospitals are concerned because cases are
reviewed and denied occasionally, and hospitals are concerned in general that they can justify that the care has
to be provided in ahospital. It's not whether the care is justified but whether the location of the care isjustified.

Remember that the palliative care codeisanew one. | think HCFA islooking at this more than from the
payment perspective, because there are some difficult situations raised by the use of -- by extra payment for
palliative care in the hospital, other things being equal.

They're looking more as making information available about what kind of careis provided
where, than as a potential payment policy.

But as with many other payment policies, where providers are worried about being reviewed
and denied payment. Hospitalsin different parts of the country or different types of hospitals may have
different takes on the risk that they're bearing when they decide to provide care in one setting or another. So

they may be responding differently in different parts of the country.
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DR. WILENSKY': Any further comments?

DR. SHAPIRO: Can| just clarify before we break on what work, if any, isleft on the
professional education section? | had envisioned that section not to contain recommendations because of the
particular policy areathat it'sin. But | thought that it was worth including for compl eteness because one of the
factors preventing good quality care from being delivered, | think, isthat some providers are not sufficiently
knowledgeable or skilled in the content of care required.

This section was intended to just document the extent to which the profession is responding
to that deficiency. | don't envision that it would necessarily be a bad news section. There arealot of
educational initiatives that have been begun to try to correct this problem. Soit'skind of more a descriptive
documentation section, rather than something that's intended to produce recommendations.

So the question is are you till interested in having something like that in the chapter, or
should we just not consider it at all?

DR. WILENSKY:: | don't have any objection to raising that thisisan issue. | just would, in
terms of the workplan, much rather see you focus on the issues say that Woody raised. If we were going to go
out and actually do a survey, |'d much rather see a survey why it isthat people of color do not appear to have
recommendations or use hospice or advance directives. Whether it's the providers they see or something about
the community beliefs itself.

| just would personally rather see that kind of a survey than a survey of curriculabecause |
don't know, Jack as an exception, that most of us would be in a position to have useful comments on curricula
and textbook and training programs, although | agree with Joe's comment that saying that thisis an areathat we
think that the professions or the accrediting groups for medical school residency ought to take a more proactive

position than they have to date, that it is an area that needs to be emphasized or augmented, both because of the
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aging of the population and because of the change in technology which are allowing people to live longer, so
that you basically make a comment but without having workplan time.

It really was the workplan emphasis that concerned me, relative to some of the other issues
that we'veraised. Or this question that we've just gotten into now also strikes me as something more that we
may be able to say something and use our own expertise. Isthere a problem with hospitals being able to
hospitalize individuals with a non-specific acute illnesses because of pain management or other issues that are
related to the care at the end of life. That aso strikes me as something where we're much more likely, with the
expertise around the table and the expertise on the staff, to be able to make useful contributions.

Making the statement that this is an areain which the professions need to be sure that new
physicians and nurses and other care providers have appropriate training and appropriate curriculais
important. That was the intent of my comment.

DR. KEMPER: What you wrote sounded much more ambitious than what you just said.

DR. WILENSKY:: It did to me, aswell. It was the workplan that made me go whoa.

DR. SHAPIRO: That'svery helpful direction because now we won't do any of the workplan
ideas and well take it as a given that this has been a neglected areain professional area, describe some of the
efforts that are underway to correct that, and say that thisis an important part of the solution.

DR. WILENSKY: And to the extent that respond --

DR. ROWE: It wouldn't be bad to plug my book.

[Laughter.]

DR. WILENSKY: Thank you. We have covered avariety of topics this morning and before

we go to the section on end-stage rend disease, let me open this up for comments to the public.
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MS. MCELRATH: | just want to go back to the discussion this morning on the physician
payment rule. One thing that the rule didn't say and that makes this of more immediate importance than it
might have seemed on the SGR
isthat HCFA aso had projected in 1998 that the GDP would be 1.1 percent. It was actually 2.5 percent. They
also overestimated the number of people that would remain in fee-for-service. So there's some offset, but
overdl the SGR was probably about 1 percent too low. That means that the payments, the updates, in 1999
will also betoo low.

HCFA did ask for comments on this rule by December the 2nd, so that if you thought what
you wanted to repeat what PPRC had said about the need for an adjustment, that would probably be helpful.

Also, on the question of other things that maybe ought to be adjusted for, not just the age of
the patients but the change in the mix of patients as more people go into managed care. And if it's true that
more people who are left will be the sicker people, using greater intensity of services, you might want to look at
that as another possible adjuster.

DR. WILENSKY': Sharon, we know you from PPRC, but some of the others don't, if you
want to identify yoursdlf.

MS. MCELRATH: I'm sorry. I'm Sharon McElrath with the AMA.

On the practice expense issue, one question when you get into the data and how would you
expand the data, fill in some of the gaps, the question iswho's going to pay for that? Some of the specialties
have been, some of them, getting oversamples but it's a question if they pay for it how HCFA's going to take
that data. Whether the AMA would pay for that, which seemsto be sort of where they may be heading, is
another question I'm not at al certain that the AMA would want to take that on.

DR. WILENSKY:: Actually that'swhat | assumed the answer was, but | won't raise it.
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MS. McELRATH: The budget neutrality adjuster -- | don't know if you want to get into this,
but it does matter where you put that adjuster. If you make the adjustment on conversion factor, which iswhat
HCFA has now gone to doing, there are some codes that have only atechnical component. So if you are
making awork adjustment, and then making a budget neutrality adjustment because all of the work values went
up, or some of them went up, the technical component only never got any of the benefit of that work increase,
but they will be penalized if you put that adjustment on the conversion factor.

So thereis some technical reason to put it one place versus the other. Y ou may want to
weigh that against the complexity of how you doit.

MS. COYLE: Carmela Coyle with the American Hospital Association.

Comments on the workplan around care at the end of life, the AHA has been working for the
last year-and-a-half to two years around this and would like to offer anything that we've done as a resource.

A couple of thingsin particular, we publish on an annual basis the Dartmouth Atlas of
Health Care, which is Jack Wennberg's work around variations in practice patterns. The upcoming version of
the atlasis going to focus on care at the end of life. And to the extent that that would be helpful and provide
some useful information and data, we'd be happy to share that with you.

The second is we received a grant from the Robert Wood Johnson Foundation to explore an
award around and of life care. Again, to the extent you're looking at the potential promotion of research and
education on thisissue, again sort of what we've learned in the seed process there may be helpful to you and
we'd be happy to share with the Commission and with staff.

DR. WILENSKY': Thank you.

DR. CASEY: I'mDr. Don Casey. I'm from the Maryland-D.C. PRO and | wanted to get at

an issue that Dr. Newhouse raised about issuance of notice of non-coverage. But before | do that, | just wanted
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to make acomment to the panelists regarding, as aformer hospice director in rural Arizona, just to point out
that many of the patients who did not have insurance or were underinsured, including Medicare patientsin
addition, looked to the hospice as an important way of saving money. So | would perhaps think about that issue
of uncompensated care especially inisolated rural communities.

But getting to the issue of notice of non-coverage, it isavalid issue that criteriawhich PROs
use to make these decisions have not really been looked at for quite along time. | think that in the context of
thisissue of palliative and end of life care, | think it would be useful. Oftentimes what happens -- someone said
well, I've heard it one way and then someone said well, I've heard it the other way. | think the answer is
actualy it's both ways.

What happensis the patients fall into a situation where they don't fit into either, so theresan
easy way of getting out of that. So | would suggest you look at the notice of non-coverage criteria as part of
that.

DR. WILENSKY: Thank you. Well go to the last session for the morning, that's the
workplan on end-stage renal disease. Dana, Nancy?

MS. KELLEY: Good morning. Nancy and | are here to discuss with you the staff's
workplan on end-stage rena disease.

Asyou know, the 1972 amendments to the Social Security Act extended Medicare coverage
to eligible persons of any age who were diagnosed with ESRD. ESRD beneficiaries are entitled to all
Medicare covered services, including specific services to treat ESRD, such as dialysis and kidney
transplantation. Benefits generally begin three months after eligibility is established, except for patients with
employer-sponsored health insurance. For these patients, Medicare makes secondary payments for the first 30

months of Medicare digibility.
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Just some background on the ESRD program. The number of beneficiaries has risen

steadily over the last 10 years, increasing an average of 8.4 percent per year between the years 1986 and 1996.
In 1996 there were over 66,000 new Medicare ESRD beneficiaries. Half of these new enrollees were over 65.
In total, there were over a quarter million enrolleeswith ESRD in 1996. About 80 percent of ESRD patients

aretreated with dialysis and the remainder have a functioning transplant.

Expenditures for these patients have increased more than 13 percent per year since 1986.
Overall Medicare spent more than $8.4 billion for ESRD beneficiariesin 1994, about 5 percent of total
program expenditures. On average, Medicare spent in excess of $33,000 for each ESRD enrolleein 1994,
more than seven times the average for other beneficiaries. This reflects the high cost of transplantation and
dialysis, aswell as high overall morbidity for these patients.

The workplan for ESRD begins, as always, with the analysis required to support the
Commission's March recommendation on an update to the payment rate for diaysisfacilities. OBRA 1990
requires MedPAC to make this recommendation.

Using 1997 Medicare cost report data, we're going to analyze the reported costs of
furnishing dialysis treatments to determine the adequacy of the current payment rates. We'll also assess
productivity indicators, such asthe average length of dialysis sessions and the number of treatments per FTE.
In addition, we'll compile data on Medicare spending for ESRD patients, out-of-pocket spending, and
beneficiaries use of services. Thisinformation will be presented at the January meeting.

At the same time, we plan to step back and take a broader ook at the ESRD program in the
coming year and beyond. In your reading materials we outlined a number of issues we hoped to explore. The
firstisanemia. Most people with ESRD are anemic because their kidneys do not produce enough

erythropoietin, a protein that stimulates the production of red blood cells.
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Thereis agenetically engineered substitute for this protein called Epogen. That drug
alleviates anemia and is taken by most dialysis patients. Medicare does cover the use of Epogen, paying
facilities $10 per 1,000 units of the drug administered.

During clinical trials, patient response to Epogen was very positive, but therise in average
hematocrit levelsin the patient population has not been as dramatic, even in response to increasesin the
average dose of the drug. This may be due to poor nutrition in dialysis patients. Iron stores, in particular, may
be inadequate.

Asthe dominant payer for Epogen, Medicare has an interest in ensuring that the drug, which
can improve quality of life, be used so asto maximize its effectiveness. To better understand anemiain ESRD
patients and its treatment, we plan to review the literature on control of anemia, and then to assess Medicare's
payment policies for Epogen, intravenous iron therapy, and other therapies and services that may improve the
effectiveness of Epogen. Thiswill allow the Commission to consider whether changesin payment policy for
Epogen or for other therapies and services are necessary. We plan to present this information sometime in the
spring for the June report.

Also planned for the June report is an anadlysis of dialysis adegquacy. A number of factors
contribute to the adequacy of dialysis, including the body mass of the patient, the length of the dialysis session,
and theintensity of the dialysis. Over time, the frequency of dialysisis aso an important factor.

Adequacy of dialysis hasimportant consequences for patient health and quality of life. It
also affects Medicare spending, since patients who receive adequate doses of dialysis have fewer complications
and comorbidities. Recently, the Medicare claim form for dialysis services was changed to include a measure

of dialysis adeguacy, the ureareduction ratio, or URR. The ESRD networks a so collect information on
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adequacy for asample of patients. But there is some concern that providers can manipul ate these measures of
adequacy to their advantage.

In addition, it's not clear that current Medicare payment policies allow for the provision of
optimal dialysis, for example for daily didysis.

We plan to review the literature to determine what is considered to be an adegquate amount of
dialysis, how the amount of dialysis delivered can be improved, and factors that might inhibit the delivery of
optimal dialysis. We will assess the contribution of payment incentives, and also analyze the most frequently
used measures of adequacy and their reliability and assess the extent to which such indicators could be tied to
payment. Asdata become available, we'll use the claims to track adequacy in Medicare patients.

Related to these issues is the more global question of how Medicare paysfor al the care
furnished to ESRD patients. Asyou know, Medicare's payment for dialysis providers for outpatient dialysis
services, called the composite payment, is a bundled payment for the supplies, drugs, tests and services that are
routinely supplied during adialysistreatment. Physicians are generally paid a monthly capitation payment,
although they can bill separately for outpatient surgical services and for inpatient services, including those
related to inpatient dialysis. These bundled payments are intended to promote efficiency in care.

But aswith all bundled payments, the incentive exists for providersto stint on care. The
potential for stinting may be especially great under the current payment system because providers bear no
financial responsibility of poor maintenance care results in hospitalization.

If payment were set appropriately, expanding the bundle to include all services furnished to
ESRD patients might enhance both efficiency and quality of care. HCFA is currently sponsoring a three year
demonstration project to assess whether ESRD beneficiaries should be enrolled in Medicare managed care

plans. Plans began enrolling beneficiariesin 1997 and we've been monitoring the progress of the
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demonstration and are awaiting answers to a couple of questions, such as how the dialysis dose and other
clinical factors differ when providers are held responsible for al the care a patient receives.

Well aso be interested to see of transplant rates differ from those in patients under fee-for
service. We're also planning to conduct some analyses of our own on thisissue. We hope to document the
relationship between length, frequency and adequacy of dialysis and hospitalization rates. We also want to
examine hospitalization rates for ESRD patients separately. These appear to berising. Physician payment for
common inpatient services furnished to ESRD patients will also be analyzed.

All thisinformation will help you evaluate the adequacy of the current payment system for
ESRD services.

I'll just talk about one other area that we've thought about, and that is transplantation.
Medicare covers the costs associated with the transplant, including organ procurement costs and the full cost of
care for the kidney donor, if necessary. The program also cares for post-transplant immunosuppressive drugs
for up to three years.

There are a number of important issues related to transplantation that the staff plansto
explore, including access to transplant services, differences in access across racia and ethnic groups, the
distribution of grafts, and long-term coverage of immunosuppressive drugs.

That's a summary of the work we've planned and I'm sure you'll let us know if we've missed
any important issues. Nancy and | will be happy to answer any questions you have.

DR. WILENSKY: Any questions? Woody?

DR. MYERS: The graph you presented with respect to Medicare ESRD program incidence,
that's just Medicare patients coming into the program, it doesn't represent the true incidence of end-stage renal

disease. It would be very interesting to know, and perhaps some of my colleagues aready know, how this
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doubling in six yearsisrelated to the true incidence and how much of thisis a public health emergency from
untreated hypertension versus how much of it is providers now willing to admit that their patients could benefit
from the Medicare program, encouraging enrollment, and the data being collected better or other factors. |
think it's important to know why that doubling has occurred with respect to Medicare.

| would also encourage you to look at the quality of care issue with respect to the
erythropoietin, emergence of what | think is becoming a good marker for quality of care in end-stage renal
disease; i.e., those patients that are not on it, why aren't they on it if they have demonstrated anemia, and that
the program payments are, in various geographic areas, in various facilities, or for various types of patients or
groups of patients. 1t would be an interesting quaity of care marker aswell, along with what you're trying to
assess with respect to transplantation which is, | think, of increasing concern amongst many of my colleagues
asto why such differentials continue to exist in the late 1990s for transplantation referral. And what isit that
the program ought to be doing about that?

So you've got some really good issues here from both a quality of care and cost perspective,
and | would encourage you to perhaps augment your analysis with those few comments.

DR. NEWHOUSE: | wasthinking along the same lines Woody was, and even alittle more
broadly. Inlooking at your chart on dollars, the dollars from '86 to '96 roughly tripled, and the number of
beneficiaries roughly doubled. Thiswas at atime when the composite rate was essentially constant.

In addition, I'm trying to understand why the number of beneficiaries have doubled. 1'd like
to know why the payments have tripled. That might point then toward areas where we'd like to comment.

Then | have an issue that's alittle similar to Ted and professional liability. 1'd like you to

humor me and not call this adjustment the productivity adjustment, since the productivity adjustment applies
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I've got the same product or if I've adjusted for differencesin the product. So call it the through-put adjustment
or something else, not productivity.

DR. CURRERI: Y ou made the comment both in the text and in your oral presentation that
providers can easily manipulate the test for adequacy in dialysis. | wastrying to figure out how they can do
that. One ismeasuring specific laboratory results that can be easily audited. So can you tell me how they are
doing it?

MS. KELLEY: Actudly I've only heard that. I've not researched it myself. | wonder if our
esteemed physician, Dr. Lewers, could give us a brief summary of whether thisisindeed possible.

DR. LEWERS: Quite frankly, that's fraud. If that's occurring, then we would like to know
about it if you can just let us know where it's occurred.

It isvery difficult to manipulate it. There are various ways of determining it, but that's pretty
well set on how you determine the URRs and the KVsover T now. So | think manipulation of that data would
be pretty difficult to do without true fraud and without manipulation for the purpose of gaining reimbursement.

MS. KELLEY: Thisis something that we've only heard anecdotally from others. It's not
anything that we have any proof is occurring.

DR. CURRERI: My pointis, | don't really think we should put that in unless we know it's
happening.

DR. LEWERS: That wasthe point | was going to make at alater point.

MS. KELLEY: Absolutely. What's here is not necessarily what's going to end up in the
Commission's report, absolutely.

DR. LEWERS: The point that Woody was making on the incidence and, quite frankly, that's

the failure of our system, isthe failure to treat hypertension and the failure to adequately treat diabetes. | think
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we need to address that and make some commentson it. That growth doesn't represent the disease that's
growing, it purely isthat we arefailing to treat it.

There are alot of reasons for that, the availability of medications being one, some of the
restrictions on referral, but the new program for diabetes should be very effective if we can get that off and
running.

One of the other reasons, Joe, | think that money has increased over was that initially was the
payment for Epo, as you know, it was outside of the compositerate. So | think some of that probably is related
but it doesn't explain it all.

| know you're not going to put all the stuff that's in this chapter or what we have here before
us, but | think you also have to understand that where we talk about the hematocrit, the anemia and treatment of
anemia, you comeinto a couple of factors and you comment about even though we increased supposedly
availability and got rid of the cap on the hematocrit.

If you're not familiar with it, when they put Epo out, you could only take the hematocrit up to
36. When it got to 36, you had to stop giving the drug. And if you gave the drug when it was over 36, what
happensisit immediately drops back down. So you're doing this sort of thing because of a payment. That's
been changed.

But you've got to look at the data of your data because that's only been a couple of years. So
I'm not sure of the date of your data, but there are other factorsinvolved. Y ou point out some of these. | think
when you do that you need to take alook at the others.

For instance, this population has complications of everything, and alot of inflammatory
disease. Surgical procedure will reduce your hematocrit because of the inflammation that occurs. We don't use

aluminum binders anymore, but aluminum levels will do that.
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Also, at the same time that you increase the availability of Epo, then we had a problem with
the intravenous iron and giving intravenous stores and they were not available. So there are alot of factors
which have contributed to that, not just the erythropoietin level.

The other element that's very important in intensity of diaysisis the equipment that's used,
what isavailable. Not only the length of dialysis but what kidney are you using and the various coefficient
factorsthat are related to that.

The other thing isthat | get the impression here, in many areas, where we talk about stinting
on care, which is something | don't liketo see, stint on care. Again that, where it's for incentives to gain money,
isfraud and should not ever occur. But the other thing is quality careis cost effective care. Quite frankly, if
you're going to stint on care, and every nephrologist knows that if you're going to do that, then the mortality and
the morbidity goes up. Quite frankly, if you're saying that you're doing that in order to gain money, well you
lose money because you don't get paid for dead patients.

So quality careis cost effective care. The best quality you can provide to keep the people
alivelonger, if it purely is an incentive to gain money, then that's certainly not the way to go. | think everybody
knows that.

So | had aproblem in what | read here, not in the other information you gave me earlier, that
indication that we're holding back on care for financial reasons when | think quite the reverseis the case.

On transplants, one of the mgjor problems isthe donor programs. | think we should spend
some time talking about donor availability and emphasis on donor programs and how we can get people to
become donors and sign up for that, because that's an area that that probably is the major problem. These other

iSsues are minor iSsues.
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The only other question which | had, you've left out the fact that you've got to be digible for
Social Security benefits. That'swhy alot of people are not in the program. If you're not eligible for Socia
Security benefits, then you're not eligible for the program. So that's an area | think needs to be emphasized.

When you talk about types of persons, I'm not sure that that's quite what you're talking about.

That's not the reason, it's not the type of person that's involved. It's these other issues, as to where you talk
about the entitlement program you talk about types of persons. | wasn't sure what you meant by type of person.

MS. KELLEY: Just if people of certain race or ethnic groups or socioeconomic status were
more likely to not be covered and therefore, where do they get their coverage? Many of them are covered by
Medicaid, for example.

DR. LEWERS: Right. Gall, if | might, in the past here | have told this group, and they
follow us and know what we do, | have professed my conflict of interest. | want you to know that's now been
removed. | have discontinued my association with what's listed in my conflict of interest and | can pretty well
say what | want.

DR. WILENSKY: Thanksfor that clarification.

MS. NEWPORT: Just a couple of minor technical questions. 1'm sorry, | haven't
memorized all of BBA, but wasn't there a change of coverage in BBA for managed care? Or have |
misremembered?

MS. KELLEY: Yes. For managed care?

MS. NEWPORT: Yes. Right now in managed care, or it used to be, if someone presented
who was ESRD edligible, we were not allowed to enroll them.

MS. KELLEY: Not unlessthey had already been enrolled, right.

MS. NEWPORT: Wasthat changed, or am | halucinating? | must be hallucinating.
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MS. KELLEY: Thereisademonstration.

MS. NEWPORT: How many demonstrations are there?

MS. KELLEY: There were four sites and one dropped out.

VOICE: It'sone demo, three sites.

MS. NEWPORT: When are the demos supposed to have their resultsin or studied or
evaluated or presented?

MS. KELLEY: | believe the demo endsin 2001; is that right?

VOICE: The demo started enrolling the different sites differently and they're enrolled for
three years.

MS. NEWPORT: That's really what | was looking at, iswhat the results would be.

MS. KELLEY: And then there will be an evaluation.

MR. MacBAIN: Asl| recal, and maybe some of my former ProPAC colleagues can help me
on this, didn't we have a panel of experts on dialysis about two years ago?

That, | think, was the source of Dana's comment on the ability to manipulate ameasure. Asl
recall, it was one of the panelists suggested that when you drew the specimen could have an impact on what the
subseguent measurewas. | don't think it wasthe URR and | don't remember just what --

MS. KELLEY: TheKV over T.

MR. MacBAIN: But speaking of that panel, if somewhere in the dusty archives of ProPAC
thereisasummary or transcript of that panel, | don't think it would help usto repeat it right now but it would
be good to distribute that. | would be interested in refresh my mind on what they said, because as | recall it

helped to clarify alot of the surrounding issues from the perspective of the industry.
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Also, and thisis something that came up in that panel and I've run into it subsequently. You
mention in the paper that now hemodialysisis the most common modality in the United States. | believein
other countries there's a much higher frequency of use of peritoneal diaysis. Also you mention the limitson
frequency that seem to be imposed by the payment system, and one of our panelists suggested that daily dialysis
was producing better resultsin alot of ways collateral to just the immediate physical functioning.

It would be helpful in looking at benchmarks and comparative literature to take alook at
what's going on in other countries as well, recognizing that probably has to be adjusted for admission criteria
that some countries get better results because they admit healthier patients to begin with. But | think it would
really be useful to get more of an international perspective on this.

MS. KELLEY: Okay.

DR. ROWE: | had two comments. One is about pancreas transplants. Asyou know,
diabetesis an important subset of the patients on end stage renal disease and current treatment is often arena
transplant at the same time as a pancreas transplant. | don't know if that's covered by Medicare and it's
included in these expenditures, or whether that's an emerging technology that we might comment on or
whatever. Do you know, Ted?

DR. LEWERS: Y ou mean the payment?

DR. ROWE: Yes.

DR. LEWERS: | thinkitis. I'd havetolook at it but I'm pretty sureitis.

DR. ROWE: It may be part of the increase that Joe was looking at, that the tripling of cost.
| thought of Epo, asyou did. But | think pancreas transplant might be another one of those pieces whereiit's
till one patient but it's two transplants.

DR. NEWHOUSE: Also Stuart noted it's all services, not just ESRD, that's on the graph.
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MS. KELLEY: Right.

DR. ROWE: Okay. Then there was another point. We had a discussion afew minutes ago
about developing some training of doctors, curriculum, and all that. We'll maybe get to it some more
tomorrow. But there was a statement that you made in your presentation, Dana, that'salso in thisand | think it's
relevant to it. When you hear it, rather than think of Epo, think of palliative care.

It says, as the dominant payer for Epo, Medicare has an interest in ensuring that the drug is
used so asto maximize its effectiveness. | think if we're the dominant payer in something and we accept that
we have aresponsibility for maximizing effectiveness, whatever that is, whether it's Epo or client care, then
that's our responsibility. So | particularly liked that.

MS. KELLEY: Thank you.

DR. WILENSKY: Amazing how much power you can have as a staff person.

[Laughter.]

DR. LEWERS: Can | just comment on a couple things Bill said?

DR. WILENSKY:: Yes, Ted. Go ahead.

DR. LEWERS: The point that Bill was making about daily dialysis certainly is effective.
There is now a new procedure which is coming along and being developed and it was presented to us, | believe
it was last year we got some mailingson it. That's coming along and looks pretty good and it certainly does
improve. The KV over T that you're talking about, timing isimportant. But you can do the same thing with the
URR which is the adjustment.

And peritoneal dialysis has grown in this country. There are some recent studies and thereis

an evaluation undergoing currently that there appears to be a higher mortality rate in the patients who are on
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peritoneal dialysis. Soin some areas you've seen aslowing or a drop back in the numbers until that's available.
It's not clear why that occurs at this point in time.

The other point which | guess | should make, Dana, is the fact we made the last timeis
HCFA iscollecting all that data on the URRs when they come in on each claim form. | didn't know what they
were going to do with it last year. | don't know what they're going to do with it thisyear. So think it'sapure
duplication of effort that's going on within the network system which is aready there. So if you can find that
out -- | mean, wetried to find out, if you remember, last year and didn't.

MS. KELLEY: The differenceisthat the URR, the claims -- HCFA is now collecting the
URR for every patient as opposed to the networks which collect it for asample of patients. Asto exactly what
HCFA is planning on doing with the data, I'm not sure at thistime.

DR. LEWERS: Well ask the same question next year.

MS. RAY: Thereisthe potential with the URR data being collected on the patient level
basisto be able to do patient level analyses with respect to outcome. That right now the dataiis still coming in,
but perhaps after another six months or so those types of studies may be initiated.

DR. WILENSKY: Any other comment?

Anyone from the public that would like to make public comments? There'salso, | know,
some people from HCFA here if they want to respond to the HCFA issue.

MR. GREER: Joel Greer from HCFA. Let metry and answer one or two of the factual
questions. | am an economist, not a physician. My understanding of the medical issue is that both URR and
KT over V, two dternative but related measures of adequacy of dialysis, are both measured by drawing blood

and measuring BUNS, which is a certain lab test, before and after adialysis session.
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The timing of the draw after transplantation is very critical to the outcome. Soit'sfairly easy
to make some significant changes in your results by adjusting the timing and the settings of the dialysis machine
when you draw the blood, whether you turn the machine off, have it run slowly, et cetera.

The blood draw, aswith any lab test, has afairly large amount of variancein it anyway. So
you can add gaming, if you want to call it that, to legitimate mismeasurement. | don't want to stress the
mismeasurement. Y ou know, it averages out.

Was there any other comment or any other question that | might be able to address?

DR. NEWHOUSE: What HCFA is going to do with the data.

MR. GREER: Firgt of all, | think the data are currently being collected. They've been
collected less than a year, because we started January 1st of 1998. We've looked at how many bills are being
sent in that include the data, and as of the early summer most of the bills we were getting had a value that was
not totally unreasonable. So we have been looking at the data. Exactly how it will be used, | do not know, and
evenif | did | could not speak for HCFA.

But amajor issue from HCFA's point of view is exactly what Dana said, getting it for all
patients, not just asample. Thiswould both allow usto get a better indicator for al patients and do better
analyses. It would also allow usto look at individua regions and possibly even individua providers. Asa
statistician, which is one of the hats | sometimes wear within HCFA, | would say thisis most unlikely to be
methodologically rigorous, but it is something that we would like to be able to do if we thought we could.

DR. LEWERS: Would you plan to utilize that data with the networks in that data asfar asan
educational tool if there are problems, since the networks are collecting similar data, although | agree a sample

isdifferent.
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MR. GREER: Absolutely yesto sharing with networks whatever we have done. We've been
sharing Epo data with networks for quite awhile and networks have been working with individual providers
and with their regions and states as awhole for many years on improving anemiatreatment.

Medicare payment for pancreas treatment was a question raised. For pancreas treatment,
since diabetes is the single most important cause of the kidney failing, thisis an important issue. HCFA has not
reimbursed for a sole pancreas transplant and still does not. Thereis no DRG for it, for example.

When a pancreas and kidney are transplanted simultaneously, the payment is the average of
all kidney transplant costs, which is how we set a DRG payment, in very gross layman'sterms. So that would
include some transplants that include a pancreas treatment. But we do not distinguish in agiven
reimbursement whether there was aso a pancreas transplanted at the same time as the kidney.

So the answer is, no, we don't pay for a pancreas treatment or a pancreas transplant, but
actually the payment rate might be higher than it would otherwise be because some kidney transplantsinclude a
pancreas.

DR. ROWE: Do we know what proportion of al renal transplants are renal plus pancreas?
It's probably avery small --

MR. GREER: It'svery small. It would absolutely have to be about 10 -- it could not be
much more than 10 percent. But that's a very back-of-the-envelope.

DR. LEWERS: I've never had a patient have a kidney-pancreas and |'ve done alot of those.

I've never had a patient complain or seen anybody dunned for the money. So they must be paying adequately if
nobody has complained.

DR. ROWE: Everybody should be aware, they both come from the same donor obvioudly.

DR. LEWERS: Right, at the sametime.
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DR. ROWE: Right, at the sametime. There's not a procurement problem. If you get the
kidney, you get the pancress.

DR. WILENSKY': Fred?

MR. GRAEFE: Thank you, Gail. Fred Gragfe. I'm merely a Washington lawyer, neither a
physician or an economist, with Baker & Hostetler representing Baxter Renal Management Services. | just
wanted to state that we think that the Commission's workplan is on the right track.

Secondly, to alow the Commission to see asimilar, related statement that Dr. Allen Hall, on
behalf of Baxter, testified to the Medicare Commission in September on the issue that Ms. Newport raised on
removing the bar of Section 18.76 and some related issues.

Thank you.

MS. KELLEY: | have acopy of that and I'll distributeit.

MS. GAMPEL: Gwen Gampel, Congressional Consultants, representing the National Renal
Administrators Association. 1'd like to first thank Dr. Lewersfor correcting several of the statements of the
staff.

But Dand's statement basically was the patient population has doubled but the expenditures
havetripled. | think you need to understand that that $8.4 billion, about one-third of it is paid to the physicians
under both outpatient and inpatient payments, about one-third is paid to dialysis facilities, and 40 percent of it
is paid to the hospitals.

Y our comment that whether facilities are withholding care, | think Dr. Lewerswas right, you
don't get paid for adead patient. You also don't get paid for apatient that is hospitalized. So really the dialysis

facility has every incentive in this payment to make sure that their patient is properly cared for in that dialysis
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facility becauseif they're not, they're hospitalized and they lose all those payments for the treatments while that
patient isin the hospital.

But bigger than that is when you look back at these patient populations, as Dana pointed out,
the majority of patients now are over 65 that enter this program. They enter because they have hypertension,
they have diabetes; 70 percent of this population has heart disease. So when you look at that hospitalization, is
that hospitalization, that 40 percent of that $8.4 billion, isit related to the dialysis care? Isit that the facility
isn't providing adequate care and therefore the patient is hospitalized? Or isthat patient hospitalized because
of their heart condition, because of their diabetes, because of their hypertension, because of all of their other
comorbid conditions?

| think that's very important to look at those things because frequently the dialysis facility is
blamed for the fact that that patient isin the hospital when it has absolutely nothing to do with their dialysis
treatment.

So | would urge the Commission to look at, why are those patients hospitalized? Isit related
to their ESRD condition? And really when you look at those total dollars, really that $8.4 billion, some of those
dollarsreally have nothing to do with ESRD. So when you look at whether it's doubling of the patient
population but tripling of the costs, are those costs really ESRD related, or are they related to a hospitalization
that has absolutely nothing to do with the fact that that patient has kidney failure?

| think when you look at it in that perspective you're going to see a very different kind of
statistics than you see when you just look at doubling and tripling of patient population and expenses. So |
hope that you will focus on those issues when you look at a composite rate increases.

Those are my comments.



76

DR. ROWE: Gaill, relevant to that comment, could we ask the staff to give us some dataon
the relative changes in the payment to the hospital, to the dialysis facilities, and to the physicians?

DR. WILENSKY: My understanding is what we've asked the staff to do is precisely what
Gwen was saying, isto give usinformation that will explain the rise so that we can understand which factors
led to it, and to the extent that they're related to each other, what that relationship is.

MR. CHINCHANO: I'm Dolph Chinchano of the National Kidney Foundation and | wanted
to bring your attention to a project of the National Kidney Foundation and our sister organizationswhich is
known asthe diaysis outcomes qudlity initiative. As part of that, what we call DOQI, the National Kidney
Foundation hasissued four evidence-based practice guidelines which may be useful in your deliberations.
They relate to adequacy of hemodialysis, adequacy of peritoneal didysis, management of anemiain diaysis
patients, and lastly, vascular access placement and maintenance.

Parenthetically, vascular access is an issue that you might want to consider because vascular
access complications are one of the largest causes of hospitalizations, and those hospitalizations are a major
component of the increase in ESRD expenditures.

These practice guidelines address many of the issues that were raised here this morning,
including how do you make sure that KT over V measurements are comparable from unit to unit and patient to
patient, how to achieve optimum anemia therapy with erythropoietin. So | once again draw them to your
attention.

Finaly, there is afifth practice guideline in the area of nutrition which is under development
and will be available in April. | have provided the first four guidelines to Dana and will be glad to give you the
fifth as soon asit's available.

Thank you.
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DR. WILENSKY: Thank you.

DR. CASEY: Don Casey again from the Maryland-D.C. PRO. Just to add on to your
statement. | just wanted to make one quick comment to Dr. Myers question about the incidence, and that isto
consider the quality of the available technology as being a factor.

But let me just speak as a physician involved with quality improvement at the PRO level for
ESRD. We have trandated those DOQI indicators, DOQI guidelines, if you will, into indicators with the
collaboration of the networks that Dr. Lewers spoke about and are, as we speak, collecting specific information
about adequacy in avery comprehensive fashion that looks at alot of theseissues. | know that other PROs are
involved with other networks as well.

| think that given the fact that long about '93 or '94 when we had a much better way of
measuring adequacy than we did in the past -- granted there are flaws with that -- | think that the evolving
evidence that we generate will be very useful to the Commission.

| also would just remind you that the evolving medical evidence indicates that moreis better,
and that the use of Epo seemsto beinversely proportional -- seemsto be -- to the adequacy of diaysisaswell.
So those are a couple things to consider. But certainly | might expect the costs, the needs to increase if more
patients are going to be dialyzed more often.

MR. AHOE: My nameisDavid Ahoe. | am with acompany called Health Care Alliancein
Lake Forest, Illinois. But | represent asmall startup dialysis company by the name of Access. | compliment
the commissioners request to look back at that September 1997 ProPAC meeting. There was an awful lot of
excellent information put together that a number of people contributed to.

The second point that was also raised isthe internationa data. We have done extensive

international data that we will share with the Commission on payment policies throughout the world, where
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we're trying to determine the best place to introduce this new technology. Just one quick example of Japan
where oneispaid X yen for providing three times per week and almost double X yen for reaching that plateau
of the fourth or fifth treatment per week. So therereally areincentivesto get people to that next levd; i.e.,
requiring more dialysis time, and well share with the Commission.

Thank you for your study of thisissue.

DR. WILENSKY: Thank you. We are now going to go into recess until 1:30 when we will
reconvene.

[Whereupon, at 12:36 p.m., the meeting was recessed, to reconvene at 1:43 p.m., this same

day.]
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AFTERNOON SESSION [1:43 p.m]

DR. WILENSKY': Judy and Dan, financid liability.

MS. XANTHOPOULOS: AsDan and | started to investigate the issue of beneficiary
financial liability we felt that we must be aware of Medicare's goals or what the motivation is of the system
before we embark on this approach. Soit'saclearly aquestion of whether it is primarily to decrease the
financial liability of beneficiaries or the focus being access, quality of care, quality of lifeissues.

Wefelt that basically looking at past research and looking at the information available at this
point that depending upon your perspective, your starting point, you might come to very different conclusions
about how efficient or how well Medicare is serving its mission, its purpose.

So we stepped back alittle bit and tried to identify severa questions that we wanted to
answer in our analysis. Dan will talk about the first two, which are what has previous research taught us?
Trying to look at the previous studies and see where we think we might be able to improve upon that work.

His other areais, what are the primary issues that he'll want to addressin hiswork.

I'm going to talk about alternative methods of analysis, which include data enhancement, and
trying to elaborate on the current data sources that we have, to make them alittle bit richer of information.
Then we're going to discuss our future modeling plans which will hopefully enable usto address alot of the
policy issues in an aggregate fashion.

MR. ZABINSKI: Today I'm going to talk about recent financid liability studies, how we
think we can improve upon those studies, and implementing those improvements for our study for the June

report.
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Recent financial liability studies primarily have focused on out-of-pocket spending, and the
studies used two general methods to present financial liability. Oneisjust to show mean out-of-pocket
spending by beneficiary characteristics such as insurance status and income to poverty ratio or to show mean
spending within components of total spending, components such as supplemental insurance and prescription
drugs.

The other method used to present financial liability isto show the ratio of family out-of-
pocket spending relative to family income by beneficiary characteristics, once again such as income-to-poverty
ratio.

Thisfirst diagram | have hereis avery common way that's been used to present mean out-of-
pocket spending. What we did here is we used data from the 1995 Medicare current beneficiary survey and
drew a sample out of the MCBS that consists of beneficiaries who spent no time in ingtitutions such as nursing
homes during the survey, and who also survived the entire year of the analysis. We call that population that
living non-institutionalized.

Along the horizontal access -- sorry you can't read it very well -- but what we did thereiswe
divided out-of-pocket spending into a number of components, supplemental insurance, Part B premiums,
prescription drugs, medical provider, home health care, inpatient care, outpatient and other services, and
calculate the mean level of spending within each of those components.

Asyou can see, supplemental insurance and Part B premiums are the two largest sources of
out-of-pocket spending. Asfar as actual medical care services are concerned, medical care provider services
are the largest source of spending.

We believe thisis a pretty informative diagram but we also believe there are ways we can

improve upon it.
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One problem with displaying just the means is that the distribution of out-of-pocket spending
isskewed. That is, there's alarge portion of the sample that's at the lower end of the distribution and a small
portion that's at the very high end of the distribution. In such distributions, the mean may not aways be
indicative of the spending by atypical beneficiary.

For example, in the living non-ingtitutionalized sample, we find that the mean is about 20
percent above the median or the middle score. Therefore, we think that the presentation of mean out-of-pocket
spending could be improved if we use some different measures of central tendency, such as median values or
just choosing the beneficiary who has the median out-of-pocket spending and using his or her spending data, or
what we view asthe most promising alternative.

What we have here iswhat we did is we ordered the living non-institutionalized from low to
high based upon their total medical care expenditures. Then we divided them, based upon that variable, into a
number of percentile ranges, zero up to 10 percent, 10 to 25 percent, 25 to 50 percent, 50 to 75 percent, 75 to
90 percent, and 90 to 100 percent. And we calculate the mean level of out-of-pocket spending within each of
these percentile ranges.

| redlly like this diagram for anumber of reasons. First of al, it'sgot alot of flexibility.
What we could do with thisis we could divide the sample into a number of subcategories based on the
beneficiary characteristics and do the same thing as this within each of the subcategories.

Another thing we could do, aswe did in figure five of the mailing, is show the mean
spending within a bunch of components that make up the total spending in each bar.

The last thing is that this diagram shows both dispersion of the distribution, if you look at the

high end, and the low end. Y ou can really seethere'salot of difference between the spending at the low end
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and the high end. But at the same time you get areal strong sense of what the central tendency is by looking at
the percentile ranges in the middle of the distribution.

Another way that we view that we can improve upon the mean out-of-pocket spending
presentation isto include atime dimension. First o fall, asyou go through time, the level of spending on one
particular service might be changing relative to others. If you know that information, on how this relative
spending is changing through time, that can provide sort of an early warning device about what sorts of issues
we may need to be concerned about in the near future.

Second of al, in every year there's always going to be a group of beneficiaries who have a
rea high level of spending. For some of the, that's going to be a persistent thing. They're going to have high
spending year after year. But for other beneficiariesit's avery temporary thing. Therefore, we think it would
be useful to consider spending not over asingle year but over a multiple number of years. The MCBS will
alow usto do that.

Onething that we did find is that when we consider out-of-pocket spending over athree year
period rather than one year, we found that the distribution of that out-of-pocket spending is less skewed over
the three year period than the one year period.

A final possibility for improving the mean out-of-pocket spending presentation is to include
other sources, such as Medicare and supplemental insurance, in the analysis. Doing so might provide a
different perspective towards how we view out-of-pocket spending. For example, for the living non-
ingtitutionalized, we found that Medicare pays 60 percent of their total expenditures, and that's the largest
source of payment. While out-of-pocket expenditures are the second largest source, they're well behind

Medicare and they cover just 16.4 percent of expenditures.
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Next I'll discuss the other common method that's been recently used to measure financia
liability, that being the value of out-of-pocket spending to beneficiary income. This diagram hereis straight
from a study by Marilyn Moon and some of her other Urban Institute colleagues, where what they did is they
used datafrom
the 1987 National Medical Expenditure Survey, the NMES, projected to 1996 levels. And they divided the
Medicare sample into a number of income-to-poverty ratio categories and calculated the mean value of the out-
of-pocket spending to income ratio for each of those poverty categories.

What they found isthat in the lower poverty categories, in the poor and the non-poor as they
have up there, they tend to spend more of their income on out-of-pocket medical expenditures than what the
people a higher income-to-poverty ratios do.

To make this presentation of out-of-pocket spending/relative income meaningful, we believe
that we should use family out-of-pocket spending and family income rather than individual beneficiary
spending and income. Moon and her colleagues did just that, but we also believe there are ways that we can
improve upon their presentation, two of which are quite similar to what | just discussed in regard to the mean
out-of-pocket spending presentation.

First of all, in the numerator of the ratio you have out-of-pocket spending, and as | just said
that's got a skewed distribution. Therefore, the ratio of out-of-pocket spending to income probably also has a
skewed digtribution. So therefore it might be useful to supplement the presentations of the means with a
representation of the distributions such as showing the out-of-pocket spending to income ratios at various
percentile levels.

Another thing we can do to improve the presentation is to include atime dimension because,

once again, every year there's going to be some beneficiaries who have a high ratio. And once again for some
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of them it's going to be a persistent thing, but for othersit'snot. So therefore it might be useful to consider data
over anumber of years rather than asingle year.

There's also two adjustments to the presentation of the out-of-pocket spending to income
ratio that are unique to that ratio. First of al, we'd like to find out how this ratio has been changing over the
years because this, once again, can provide another early warning device about an issue we may want to look at
closdly, if not now into the near future.

Finally, the final adjustment for this ratio would be to include the value of Medicare and
other in-kind transfers, such as Medicaid, as part of beneficiary income. The easiest way to probably do thisis
just to calculate the mean reported values of the in-kind transfers and tack those means onto beneficiary
income.

A shortcoming to that method isthat it obscures case-by-case differences. For example,
older, sicklier beneficiaries are probably going to value Medicare more than younger, healthier beneficiaries.
Second of all, there's practice pattern differences and price level differences between regions. To the extent
that these differences exist, the value of Medicare is going to differ between regions. Finally, theresawealth
effect in the sense that wealthier beneficiaries will generally find an easier time to self-insureif they didn't have
Medicare while poor beneficiaries would have amore difficult time. So probably poorer beneficiaries value
Medicare more than wedlthier beneficiaries.

Judy and | will address these issues to the best of our abilities, but at the current time we're
not certain how effectively we can do so as far as addressing all of them.

For basically any financia liability anadysis, afinal improvement we'd like to makeiswe'd
like to include other populations outside of the living non-institutionalized because other populations don't

necessarily have the same out-of-pocket spending profile as aliving non-ingtitutionalized. For example, aswe
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show on this diagram, we divided the MCBS sampl e into the living non-institutionalized, the living
ingtitutionalized, and beneficiaries who died during the survey but did not spend any time in nursing homes or
other long-term care ingtitutions.

The ingtitutionalized and the decedents indeed have larger mean out-of-pocket spending than
the living non-ingtitutionalized, so it might be worthwhile to investigate those two populations in more detail.

To summarize our intentions for our short run analysis, in particular the June report, we
intend for the analysis to be somewhat similar to recent financial liability analyses. But we will include some or
all of the improvements that | just discussed and any other improvements that the Commission would like to
recommend and have usadd to it.

But also, | think it's useful to investigate alternative databases because the MCBS does have
some shortcomings, especialy in regard to the out-of-pocket to income ratio presentation. By that | meanin
the MCBS, out-of-pocket spending is reported at the beneficiary level, while at least for married beneficiaries
theincome is reported jointly with their spouse, so there's an inconsistency there.

A viable alternative could be the medical expenditure panel survey from the Agency for
Health Care Policy and Research, but we're not certain if that datawill be available in time to be of any useto
us. They're running alittle behind in producing the data. So therefore we may have to turn to alternative
databases, such as the consumer expenditure survey.

Now I'll turn it over to Judy and she's going to cover some of our grander visions and some
of our modeling goals.

MS. XANTHOPOULOS: With respect to the short term work that | plan to do there are
two main things. Thefirst oneisthat | would like to make a classification by use of services. | think basically

the aggregate classifications obscure alot of important information. We're looking at means spending by non-
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ingtitutionalized. However, there are great differences between different segments of the population and |
would like to, using some of the diagnosis codes and sort of bundling the visits, | would like to look at
Medicare beneficiaries by their use of service and look at categories of individuals to see what kind of aliability
isimposed on those people. Who's actually benefitting? Who's paying a considerable amount.

| think that this will hopefully be able to identify two important categories here. Oneiswhen
we look at the draft that Dan had put up. If you look at this one, you can see that supplemental insuranceisthe
largest category for means spending for beneficiaries. One of the things, by identifying beneficiaries by their
use of services, we'd like to look at those that are just spending on supplemental insurance but maybe don't
have a high utilization.

So those people | would like to look at separately from individuals that actually have high
use of services, have high out-of-pocket, maybe don't have supplemental coverage. 1'd like to be able to break
them out separately and look at those different categories.

The second thing isto identify certain at-risk populationsin Medicare, specifically those
with catastrophic illness, chronic disease, or termind illnesses. Those tend to be categories of individual s that
would have higher than average expenditures and 1'd like to look at those groups and see if we can glean
anything more than looking at the mean, at the aggregate means of al the different categories.

The next thing which is somewhat related to thisisthat I'd like to link the MCBS annual
files. The beneficiaries say in the survey until they're deceased or for other reasons may drop out. But
nevertheless, we have the ability to link up actua beneficiaries from year to year.

| think that thiswill give us an opportunity to address the persistence issue that Dan has
raised in his discussion, when you actually have the same person year after year looking at their expenditures.

We can do severa things. We can look at those who may have had a catastrophic illness and look at their
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expenditures in subsequent years. We can look at their spending patterns for people with chronic disease,
chronic health conditions, and try to see what type of pattern persists for them.

The other thing is that we can observe those at-risk groups over time. We can aso break out
the trends in the increases in the spending, whether there are price components, things that are driving changes
in those different components. But nevertheless, linking the beneficiaries, linking the annual files, will give us
alittle bit different perspective of the beneficiaries spending pattern.

The other thing that 1'd like to do is to enhance the MCBS with supplemental data sources.
AsDan alluded to there are alot of problems in the definition of incomein the MCBS. It, at times, will
understate income. There's also information that some beneficiaries -- not all, of course -- have had increases
in income and wealth over time. Those are things that are not captured inthe MCBS. Werreally don't know.
Anindividual can have very low income but actually be quite wealthy, be financially well off and have
considerable assets.

So one of the things I'd like to do is to do a soft match with the MCBS, which would be to
identify identifying characteristics and merge the data sets, like attach certain variables from one areasis the
statistics of income, the tax return data, which you can get very detailed information on an individual, and
actually merge the tax income information onto the beneficiary data. That's one example of one of the things
wed like to do to enhance the data

Those are the short run things. It's primarily a data enhancement and the other oneisa
different way of looking at the MCBSfile over time. That's the short run work.

The future modeling plans, we'd like to ultimately have a microsimulation model which

would have the demographics and the characteristics of the Medicare beneficiaries and it would capture the
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insurance markets, the insurance aspect of Medicare, the other supplemental markets. We'd like to be able to
have al of these as stand alone models that integrate into one functional model.

The questions that we'd like to be able to answer would be the effects of spending on
benefits changes, so we'd take a change in Medicare benefits and see how that would affect individualsin the
model. So by basing it on amicrosimulation you have the characteristics at amicrolevel but you can aggregate
up to the total population.

The other thing isto look at beneficiary use according to benefit changes, which would get to
the accessissues. The longer term things, the financial impact of the chronic disease, catastrophic expenses,
and aso Medicare only coverage, expensesin thefinal year of life. Those are the types of things that we think
in amodel we would be able to get to the dynamics, to look at those changes over time and actually be able to
make a statement in the aggregate.

The other thing that we would hope that our model might be able to address might be things
like changes in the age of Medicare eligibility, which is something that while right now thisis not a concern for
alot of our analysis, it may be something that is out on the horizon that we probably would need to address.

The other thing is changes in benefits packages, which is another area where clearly right
now we're not looking at this but in time it may be something we would have to look at.

The last dide, talking about the model, is we want to be able to distinguish between types of
spending and we want to identify the classes of spending which are burdensome and then also try to be able to
have amodel which we could determine an optimal level of spending and insurance coverage for beneficiaries.

That's the overview of everything we have and we'd be glad to answer your questions or

comments and suggestions.
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DR. NEWHOUSE: Let mestart by saying, | like several things about what you've done. |
like the linking over time. | like treating the means at various percentiles. | like the broad definition of income.

| think you've added a lot of value to thiskind of analysis.

Let me give you three reactions of one thing I'd like you to add and two things I'd like you not
to do that you say you want to do. 1'd like you to add the long-term care side and Medicaid. It seemsto meif
we're talking about how well public programs are protecting people against financial hits that we have to
include long-term care. And just doing Medicare istoo partia a picture, particularly sense you're putting alot
of effort into improving just Medicare.

So I'd rather have you, if anything, back off and do a cruder job on a broader issue or fineif
you can do the refined broader issue.

Then the two things that you want to do that | would ease up on, and welll seeif other people
agree. Oneisthe decomposition of the increases in spending into utilization and inflation. | don't have any
problem if by inflation you mean genera inflation. But if you're really going to do utilization, you must mean
medical care specific price indices; isthat right?

| just don't think they're up to the task for alot of reasons. Medical care priceindices, |
think, are likely to make large errors, for example, if site of service shifts from inpatient to outpatient or it shifts
from say surgical treatment to a drug treatment that results in a decrease in the cost of treating an episode, the
price index doesn't register that. If there's aquality enhancing but more costly method of treating something it
registers as atotal price increase.

MS. XANTHOPOULOS: Can | ask you a question about that? Because one of the

problems with -- | understand the limitations of incorporating those into your analysis, but there'saso a
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question of how do you -- you may not be able to discern where there is a quality improvement that is costly,
but we would be able to identify atrend.

One of the things that we're concerned about is there are limitations with the timeliness of
some of the data sources we rely heavily on. That might be able to look at other trends and other indices to
give us an idea where one has been growing. Maybe that gives us an idea -- we may not be able to break it
down into the proper --

DR. NEWHOUSE: Theissueis, do the price indices measure what they purport to
measure? In my view, they don't. It'scritical that they do measure it because any error in the price index
trandatesinto a corresponding error in the quantity measure when you decompose. If we were talking about
small errors that would be one thing, but | don't think we're talking about small errors here.

A third thing isthat you, in principle for what you want to do, need transactions prices. And
although the intent is to get transaction prices, in practice they rarely get them. That isBLS and BEA rarely get
them.

So | don't think the price indices will sustain the burden of the analysis you want to do.

Thisisamuch more minor thing. | wouldn't worry about doing simulations with the absence
of Medigap. | don't think Medigap is going away. 1'm not sure what we're going to show, what we think we're
going to learn from doing an analysis of what would happen if Medigap were just abolished, but maybe you had
something in mind.

MS. XANTHOPOULOS: One of the things that we've been at least looking at when we
look at out-of-pocket spending isthat it's such alarge component. | guess one question is, which asyou say it

may be sort of agnat in the face of this problem, but it seems that there are spending in categories of the classes
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of Medigap that are rather costly, and it's not clear that beneficiaries are getting a return on those dollars that
they are spending. They're not actually using the services for which they're paying. | wasjust curious.

DR. NEWHOUSE: That sounds like a different analysis than what you've got. As| read
page nine and listened to your presentation, you were going to do a counter factual and suppose there weren't
Medigap what would out-of-pocket spending be?

MS. XANTHOPOULOS: For those specific individuals.

DR. NEWHOUSE: Well, isanybody going to be interested in the answer?

DR. WILENSKY: You raised the point, or | guessit wasin here, that people appear to be
buying the most expensive plan that includes excess physician charges.

MS. XANTHOPOULOS: Lessthan 5 percent actually incur those expenses, yes.

DR. WILENSKY': But if you wanted to really look at that kind of analysis, you'd have to do
something very different from with and without Medigap.

MS. XANTHOPOULOS: Yesand no. | guesswhat I'm thinking is I'd liketo look at those
with high expenditures for supplemental insurance -- not just Medigap but supplemental -- and see what their
spending would be like in absence of that.

DR. NEWHOUSE: Y ou mean absence you mean some other -- you say the absence of
supplemental coverage so | took that to mean it just went away. But if you mean some other supplemental
coverage, | could see that being potentially more interesting.

MR. SHEA: Can| just make a point on this? It seemsto me there's another factor here, and
I'm not sureif it'sin the data or not, and that's what's happening to retire provided and paid for supplements
versusindividually purchased supplements. We'rein the process of a big shift where alot of employer-

provided coverage is disappearing pretty rapidly.
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MR. ZABINSKI: In the diagrams where we say supplemental insurance, that's both
Medigap and employer-provided.

MR. SHEA: Soit'swhoever's paying for it isincluded there and both have out-of-pocket?

MR. ZABINSKI: Whatever the employer covers, that's not out-of-pocket but if the
beneficiary is receiving something through their employer but paying some part of it, that goes into out-of-
pocket.

MR. SHEA: Thisisalong the point.

MS. ROSENBLATT: | want to agree with what Joe said. | think you've taken this financial
lighility issue, you've suggested some very good stuff and | think it's a very good and ambitious workplan and
I'll talk about some of the areas where | think it's ambitious.

Like Joe, | think adding the additional definitions of income, adding the interest income and
the capital gain on assets, | think is really important and will really improve the analysis and what the
measurements really are. So | thought that was excellent.

| also thought, looking at it over time, is excellent, because you do have alot of people that
go through periods of high expenditures one year, low expenditures another year. So | thought bringing in the
time point of view was very good.

In terms of the analysis categories, and this may get alittle bit at what Joe was talking about,
| would suggest instead of just looking at a category, those who have Medicare supp versus those who don't,
you may actually want to further categorize each Medigap policy. There are only 10 of them. It would be
interesting to see what are the differences between which of these 10 plans people are buying.

My biggest issue, in using the word ambitious, | think this microsimulation model that you're

talking about building is a very ambitious future workplan and it's getting at some of the issues that the
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Bipartisan Commission are looking at, like what happensif you increase the age? And what happensif you
change benefits? | would just add lots and lots of cautions, that in alot of models like that, and we talked about
thislast time when | asked to have amodel on provider payment done, your assumptions on what will happen
drive alot of the results.

So you have to be real careful to produce a model like that that's really going to be avalue
and that's not going to leave you open to attack because of the assumptions that you make.

Two minor kind of clarification things. There's afootnote on page seven of the material that
you gave out that says further, Plan F has alower average loss ratio percent of premium returned in the form of
benefits. Compared with that of Plan C, the average loss ratios
are 75.5 and 89.3 percent respectively.

This may be something where my knowledge, number one, may be out of date because |
haven't done work on these plansin along time. Or | may have too much knowledge, but let me just tell you
what may be happening. Y ou may be seeing what | would call risk selection in agiven carrier between the
different risk plans. And if | remember OBRA correctly, OBRA requires that each plan be priced on a stand
aonebasis.

What will tend to happen is that the sicker people will select the richer benefits. And then
you can't charge a beneficiary or an insured more for something that's got less benefits, so you're artificially
driving up -- to have a consistent gap that represents the benefit differential you sort of artificially drive up the
cost of the lower benefits.

Bill's nodding hishead. | hope I'm making sense here. Anyway, that may be what's driving

thislossratio.
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The reason I'm bringing it up isit may just, by just having it there without the whole
background I'm talking about, may result in people jumping to strange conclusions. And there'savery -- risk
selection is probably what's doing it more than anything else.

The last thing is figure two has a bar that's |abeled Medigap and employer. | didn't realy
understand what that was, so I'd just like clarification on that.

MR. ZABINSKI: On the Medigap and employer, al that meansis people who have both
Medigap coverage that they purchased on their own and coverage purchased through their employer.

MS. ROSENBLATT: | guessthat's where I'm really having problems because if somebody's
got coverage through their employer, why would they also purchase Medigap on their own.

MR. ZABINSKI: That'sagood question. Perhaps their employer coverage isn't very good.
| don't know, but they do exist.

MS. ROSENBLATT: That may be something else we want to study, why do people have
both of those because it would sound like to me that's kind of a wasted expenditure.

MR. MacBAIN: For the drug coverage?

MR. SHEA: | think thereisafair amount of this double -- it's not duplicate coverage, but
it's more than one policy. And | think there will be more of it because of what | was referring to before and that
isthe retreat of employers from providing supplemental coverage.

Because of the FASB rules and having to book the projected cost, many employers back five
or six years ago put in limits on their contributions and they set them at

a pretty generous amount. But when those limits are hit
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in 2000 or 2002, | forget exactly where the projections are, then all the additional costs are going to go to
individuals. So | think you're going to see a big shift from employers to employees among the retiree
population for the supplemental.

So | think it isimportant to understand what it isthat we're looking at in thisareaand | think
you need to look at both to understand the trends.

| think that's one trend of a couple | wanted to mention. We've talked before about what's
happening with the managed care option. Clearly we're seeing, although we don't know the dimensions of it
yet, some shift in cost to individuals because of reduced prescription drug coverage or other supplemental
benefits in the managed care arena or increase in the out-of-pocket requirements. So | think that's another
current trend that needs to be followed.

The third in that category, 1'd say, isthe drug costs which seemsto me to be the big 800
pound issue here over the next few years. Thisisabig issue now in current and active worker coverage. It
seems to be a big issue behind some of this HMO problem we're talking about and | think it's going to be a
huge issue for retirees, and therefore for the program soon.

| have a couple of other points, but let me just say | thought I'm adding some things that are
current issues and may be beyond the scope of the data certainly. | don't know how you incorporate those, but |
wanted to say that | also thought this was a very nice piece and is agood example of the kind of work | thought
we saw earlier thismorning, that at least from my point of view sort of let ustalk here about what isit that
we're looking at? What are we trying to get to?

That really, | think, isthe beginning step towards doing this. Obvioudly, we've got to get to

the quantitative analysis and so forth. But | just like thiskind of piece asa starter. | think it'sagood view.
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| did want to raise one caution, though. In refining the data, when you talk about somehow
trying to include the value of Medicare, that raises a concern with me beyond including other income sources.
My question would be are you planning to just make these changes? Or are you planning to look at avaluation
with it and avaluation without? Because I'd like to see how this comes out.

MR. ZABINSKI: | would say the | atter.

MR. SHEA: It'snot immediately obvious, if you're talking about financid liability, why you
would want avalue or how you would value Medicare. It's an important concept obvioudly, in terms of the
value of the whole system but it's not exactly the same as money in and money out.

MR. ZABINSKI: That'sright. It's obviousthereisavalueto people of Medicare. Because
they get it they're able to partition their income differently than if they didn't get it. So obvioudly it hasavaue
to them.

Measuring that sort of thing, though, has been a tough thing for economists for awhile. As
far as| know, I'm not sureif it's been effectively done recently but when | wasin graduate schoal it hadn't been.

DR. WILENSKY: It'sbeen donein Medicaid, an evaluation done on Medicare | think.

MR. SHEA: It just seemsto meit's adifferent order of ook at this, and a very important
one. But given the reports that we have of high out-of-pocket costs for certain people with modest incomes or
even very low incomes. | think that the immediate impact of financial demand for needed servicesis the most
important first cut, which | take it iswhat you're going after here.

| have a couple of other pointsthat I'll just send you a note about because they're very small.
I'm just trying to understand some of the figures you used.

But | want to raise one last issue and that is | would just encourage you to look at, asyou go

through this and try to refine and measure to make sure you're capturing all the income from this, also ook at
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where the figures might be underestimating the actual cost measures compared to need. Certainly among the
low income people wind up making choices, and there's plenty of anecdotal evidence that the choiceis
sometimes that they don't purchase. Therefore it wouldn't be captured, in that they don't expend the money to
get services that someone recommends they have.

Putting aside whether they really need it, | think we can assume at least some of that isvalid
care that is forgone because of lack of income. | wonder if there's some way to capture that somehow or at least
note that to the extent that we can do so with some accuracy or credibility, estimate what the dimension of that
problemis.

MS. XANTHOPOULQOS: We canlook intoit. I'm not sure off the top of my head if --

MR. ZABINSKI: Yes, stuff likethat | find really interesting to look into, but then | always
say well how am | going to do that. Well, we'll look into it.

MR. SHEA: It seemslike even if we were ableto look at among certain income levels how
monies were expended, you might be able to draw some inferences from that.

MS. XANTHOPOULOS: With respect to the use of services, clearly there will be an office
visit, there can be tests, there can be things associated with one service, one event. That may be one way to
look at it, in terms of someone with the same diagnosis had certain work done and someone else didn't. That
may be agood way to look at it. But | don't know if there's anything in the data that reports services declined or
something like that. That's something well look into.

MR. SHEA: Thank you.

MS. NEWPORT: Just a couple of questions. On your mean spending by category graph,
doesthat include all classes of beneficiary, whether they're in fee-for-service or managed care? Isthat every

one or is your sampling limited to fee-for-service?
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MR. ZABINSKI: That'swhat they call the living non-institutionalized. It can be fee-for-
service or managed care.

MS. NEWPORT: | haveto align myself with everyone else, | think thisis very valuable and
find it very interesting.

One of the things | was thinking about and | don't know if this has any validity. For example,
in the prescription drug category it occurred to me that since not all drugs are covered by Medicare, is maybe
looking at thisin terms of out-of-pocket spending by Medicare covered services versus what some people call
optional supplemental, but they're not really optional they're just not covered.

| think that that might be potentially another way to take alook at what the out-of-pocket
variability costs might be categorized that way. It may not have any value at all, but it occurred to me that
there's sort of a mixed metaphor here alittle bit, in terms of maybe looking at the range or degree or percentage
of income devoted to those types of things.

| can't find the footnote now, but | seem to remember a footnote talking about some
problems with some managed care data because of apoint intime. Did | misinterpret that? Why don't | defer
and let mefind it and I'll ask you the question.

MR. MacBAIN: Two questions. One of themisapoint of clarification. The data base
you're using, are al of those beneficiaries covered under both Part A and Part B, throughout the entire survey
period.

MR. ZABINSKI: No, they could be one or the other.

MR. MacBAIN: Isthere away to control -- what got me thinking about thiswas in figure
five the highest decile, the piece that expands most rapidly is medical provider and it appears -- though it's hard

to tell from the graph -- but it appears that the Part B premiums actually decreases dightly from the prior bar
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which suggests that part of that increase, as you move from one population to another, may be the logical
consequence of not having Part B, not having alot of physician expensesin that year which is a different
question, | think, than the one we're trying to answer.

If people have chosen not to select Part B when they're first eligible for it, that's going to
have some consequences that are different from trying to measure the overall adequacy of Medicare.

MR. ZABINSKI: | want to say, yes, we can control for that. I'm not 100 percent certain.

MR. MacBAIN: It would be worthwhile, if not, at least to have afootnote in the information
saying we don't know in this population but we know, in general, that 87 percent of people who are eligible for
Part B take it, or whatever the number really is, which istrying to get a sense on what's going on there because
that really could skew your top decile, particularly for one year data where the second year they go out and buy
it but in the meantime they've incurred all that expense.

The second question is on that footnote on Plan C and F, because that struck me as
fascinating. It's probably outside the scope of what we're doing but it got me wondering whether the choice of
F over Cisafunction of the plans that are authorized in given states? As| recall most states don't authorize all
10 plans. Have states tended to limit -- particularly popul ous states -- their choice to plan F to the exclusion of
plan C, given that the benefits are so similar?

If s0, isthissimply afunction of state policy rather than beneficiary choice or irrational
choice or marketing behavior on the part of insurance companies?

MS. XANTHOPOULOS: It may be acombination of all of those | suppose. But GAO did
do astudy. They got the universe of the NAIC, the data base for al of the providers of Medigap insurance and

they actually went back and verified the data for several years and looked at this.
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One of the things that they came up with was | guess the point was that perhaps it might be -
- it may be amarketing thing as opposed to maybe an irrational choice. But it may be that thisis something
that's marketed that is not really needed. And there's a considerable difference in the premiums.

MR. MacBAIN: My point though isif you stop looking at it in aggregate and look at it state
by state, and if the 10 or 15 most populous states all authorize five of the 10 options, among with is plan F but
not plan C, you'll get the same result. It has nothing to do with peopl€'s choices.

Related to that, too, and this has to do with Joe's comment on including Medicaid, is the need
to control for the effects of state policy in the Medicaid component of this. Again, that could be a significant
enough component of the overall spending that we might see differences that don't have anything to do with
anything except individua state policy, whichisinteresting but | think we want to separate that out from other
factors.

In your future modeling, one of the changes to Medicare that's been proposed isamoveto a
defined contribution program. 1'm not sure how you try to deal with that. Y ou talked about trying to measure
the effects of modifications in benefits, which iswhat | would expect to be the outcome of that.

Y ou might take alook at whether there's away to shed some light on what the likely
outcome of adefined contribution plan would be.

DR. KEMPER: | agree with many of the previous comments, including the one about the
analytic approach. Also the comments that it's a very ambitious agenda, and thought about how to sort through
which things are top priority.

It seems to me the most important question is -- there are really two. How well is Medicare
doing with respect to insuring, and particularly with respect to high losses? And so | would urge you to add

some measures that would look at how many people have very high expenses or very high expensesasa
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proportion of income, those kinds of measures as well as your means within the middle percentile, which isa
nice advance. But to look at the -- | don't know if you want to call them catastrophic -- but the very high
expenses and over a series of years which | thought was a nice addition.

Secondly, how isthat changing over time? And isit getting better or worse? Both the
averages and covering the catastrophic costs.

Given that you have a number of improved measures here, going back and getting the time
series could take afair amount of work. So it strikes me that those basics, and particularly the time trend
dimension, ought to take precedence over building a simulation model, for example, which is avery ambitious
and time-consuming effort. And maybe some of the experimentation with other data sets and so on, just to get
those basics done.

The other comment is | agree with Joe that it'sreally important to look at the long-term care
and Medicaid. But it seemsto methat that should be done initially in the chapter, but then a good chunk of the
presentation ought to be limited to what Medicareis designed to cover. Because in a sense you can't make
Medicare accountable for long-term care expenses.

So while | think it'simportant to provide that context, and it was one of my first comments
here, then | think much of the work hasto get rid of the Medicaid and the long-term care so that you can track
what really Medicare is designed to do.

DR. WILENSKY': Let mejust extend along that line of what Medicare was designed to do
comment. | think that the emphasis on not just out-of-pocket but on the " catastrophic" coverage issues, which
you raised in the beginning of the chapter and Peter has just raised here, is very important. But | think when

you do analysis, or maybe the presentation, you'll need to put it in a context that at several pointsin the history
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it's been suggested that Medicare could be redesigned to be a more sensible insurance plan in a budget neutral
manner. And that there was not an interest in doing this.

So again in the context of judging it in terms of what it'sintended to do, it's not just that there
are catastrophic expenses that aren't covered, and we need to know the dimensions and whether it's growing
over time and how it varies by income, but the fact that this wasin some ways -- | don't know whether
explicitly not included or at least when the opportunity was raised on at least two different occasionsin the
early '80s and the late '80s to do so, it was put aside for various reasons.

In that vein though, as a suggestion, it seemsto methat MCBS is a much better data source
for you for alot of reasons than some of the other data sets. It's true that people have aged from the 1987 data
base, but you can age the MCBS as well asthey age the '87 and you've got eight yearsin your advantage when
you do so. Plusthefact that it's a much more relevant sampleif you're interested in things like catastrophic, for
example, or other areas where you'll need a bigger sample than you're likely to get from the '87 survey.

So | think that using the soft match, | was asking Murray whether that's akin to a cold-
decking sampling strategy that the Census talks about, but trying to match up with the statistics of income or
other income, that it would seem to me to be far preferable than the earlier data set.

Also, as it becomes available over time, you will be able to build a base over time from the
MCBS that will be much harder if you look at the 10-year survey. So using that as the basis for doing analysis
in the future seemed to me to be a much better idea.

MS. XANTHOPOULOS: Yes, | don't think that we intended to rely on any other primary
data source. | think that Dan and | had talked about just using -- there may be areas within one set that presents
one or two variables better than the MCBS but | think you're right, that the MCBS isthe --

DR. WILENSKY: One other comment and then Joe had another comment.
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Thisis something where it may take alittle more discussion outside of your presentation. As
positive as | think the analysis that you included hereis, and exciting for what we can do, | have alittle concern
about balance and relative priorities of some of the issues being raised here versus some of the other issues that
the Commission has to deal with.

It will only be aquestion of how to try to best handle this over time and working with you
and Murray and some others to try to make sure that our creative modeling gets put in the place we need it first
or most early on. It's not a question of not doing it, it'sjust how quickly can you get to some of the more
creative and interesting aspects of the modeling that you've laid out?

Some of it may be once you have your data constructed you can do alot, or during the
summer or during other times when we have some of our greater down time -- this summer notwithstanding --
it may be possible to be able to do some analysis and also to do some of the vauations of Medicare, which
might be much more for your own use.

| suspect the likelihood of getting agreement from the Commissioners, just given the
literature at least as | know that has existed in terms of value in some of the transfer programs, is going to make
it difficult to use it for the Commission work but it may be very important in terms of trying to move forward
some of the analysisthat are available in the literature.

DR. NEWHOUSE: I'm not sure the data will be sufficient to support this, but you might
take alook at whether things are different by basis of igibility. That is, are the disabled and the ESRD people
different from the elderly on this dimension?

A little bit in response to Peter, at one level | don't really differ with him, given the charge of
our commission, we have to look at Medicare only. But | think we may differ in degree of emphasis. That is,

to me, kind of refining the estimates of what Medicare only does for protection isalittle like improving our
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measurement of how well the roof is covering the living room but not doing anything about how well it's
covering the kitchen.

DR. CURRERI: I'd liketo refer to your Figure 2 which | found one of the more interesting
graphs. | realy want to focus on the first bar there. It seemsto methisisavery dishomogeneous, or
heterogeneous population. Thereason | say that is because if this were HMOs you wouldn't have any
supplemental insurance. And if thiswere purely PPOs and | POs you'd have probably alarge pot of
supplemental insurance.

If it were HMOs, my guessis you'd have no inpatient costs and you would have bigger
inpatient costsif it were PPOs or IPOs. And | would guess that in an HMO you'd have much less prescription
drugs than you have here.

So it seems to me that's an inappropriate grouping and it's very misleading to me anyhow,
because | think that the |POs and PPOs, if you going to group them with anything, they would be better
grouped with the Medigap population or separated out. But right now what you have is sort of an average of
this very heterogeneous population of people in terms of out-of-pocket costs.

DR. WILENSKY: Wait aminute, thiscan't be. There's got to be something wrong with
this. 1n 1995 you didn't have PPOs.

DR. CURRERI: Yes, they had PPOs.

DR. WILENSKY: Under Medicare?

DR. CURRERI: Oh, okay.

DR. WILENSKY:: | don't think under Medicare. | think what you have here is people who
are managed care. Y ou were right, there's aproblem but | think the problem is that thisis not --

DR. NEWHOUSE: That status as of the time of the survey.
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DR. WILENSKY': Right, this was status as of the time of the survey and these were costs
that had nothing to do with managed care.

MR. ZABINSKI: Right, it's an annualized variable.

DR. CURRERI: So what's the reason for this big supplemental insurance here?

DR. WILENSKY:: Because they're people who weren't managed care al year.

DR. NEWHOUSE: Right, they were managed care at the time of the survey but then they
asked how much did you spend.

DR. CURRERI: Anyhow, it just doesn't make sense.

DR. WILENSKY: That was the point that | wanted to agree with you, is| don't think thisis
consistent with the facts.

MR. MacBAIN: The point is thiswas'95 when it was not that uncommon for Medicare
managed care plansto charge a premium.

DR. WILENSKY:: | don't believe this kind of premium in Medicare managed care wasin
1995, especially as an average. | don't know what it is, this number does not pass the sniff test.

MR. ZABINSKI: | agree. It'sexactly what you said, it's an annualized varigble. Asfar as
teasing that out, exactly what to do. | mean, | think it's possibleto like, if somebody's a part year fee-for-
service, part year managed care, maybe if they do six months of one and six months of the other, | think the data
is available where we could like make them half of amanaged care and half of afee-for-service. | think that's
possible.

DR. NEWHOUSE: That doesn't really solve the problem.

DR. WILENSKY:: You could get, just as a check --

MR. ZABINSKI: That'sright, Joe.
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DR. WILENSKY:: You could get, as acheck, from HCFA in 1999 weighted average
participation in HMOs. They know, just in terms of the number of people who are in HM Os and whether they
charge premiums.

As| say, you wouldn't have to do even aredlly careful calculation. | may be wrong but my
guessisthisis not within the relevant range. | don't think it's anything like $1,500, | don't think. | may be
wrong. It may be coverage for pharmaceuticals that islimited that is driving this up.

DR. CURRERI: Would there be any inpatient costs?

DR. WILENSKY: Ohthat'sinpatient. That'strue. Yes, | think it's part-year managed care.

It looks like a very funny number, given that the kinds of plans where you would expect to seethat didn't exist
in 1995.

MS. NEWPORT: It may be biased because some plans will have three options, and if they
just took the high there will be some premiums. So it may not be averaged over what the plan selection was by
abenewithin an HMO.

DR. CURRERI: Are there any copays for inpatient services?

MS. NEWPORT: Sometimes emergency, sometimes emergency room would be $50 to $75.

DR. CURRERI: That's not inpatient.

MS. NEWPORT: | don't know. That would be the only thing that | would...

MR. MacBAIN: Just to note, there also appears to be supplemental insurance with the
Medicare-only and with the Medicaid, that suggest that these are people who change status in the middle of the

year and got lumped in one category or the other.
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DR. WILENSKY: Anyway, to the extent there are a couple of these numbers that ook very
funny, so to the extent you can track it down, talk to HCFA about what might be going, | think it would be
helpful. Anything further?

Obvioudly, alot of interest in the more creative efforts that have been raised with this areal
think were recognized by basically everybody who has commented on it.

Thank you. Beth and Susan?

MS. PHILIP: I'll betalking about workplan for structuring informed beneficiary choice. In
this presentation, I'll first ook at the Balanced Budget Act requirements, just quickly going over the specific
provisions that relate to beneficiary choice. Then we'll take alook at objectives for informed choice and the
assumptions that underlie the informed choice process. The last piece will be alook at the components for a
workplan, which include the consumer choice model and evaluation of current Medicare initiatives.

Under the BBA and Medicare provisions plans available to beneficiaries were expanded to
include coordinated care plans such as HMOs, PSOs, PPOs, as well as other insurance options such as MSAs
and, of course, traditional fee-for-service Medicare. With the availability of new options comes the need for
new information about those options. The BBA mandated that HCFA distribute information about plan service
areas, benefits, access, and quality in a clear and standardized form.

M edicare+Choice organizations must a so disclose information regarding coverage, enrollee
numbers, information about complaints, physician networks, and other cost and quality measurements. They
must give thisinformation directly to any beneficiary who inquires.

There are certain intended objectivesin informed choice. Oneisthat informed choiceisa

valuein and of itself. Other intended results of informed choice are that it leads to a higher level of satisfaction
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and improved well-being for consumers. And finally, consumers informed involvement in the decisionmaking
process should lead to more efficient functioning of the market.

Within the Medicare market the informed choice process should, in theory, create incentives
for health plans to respond to consumer needs and preferences through competition.

These objectives of the informed choice process are based on certain key assumptions. The
first isthat beneficiaries have meaningful choice. In other words, there are options for them to choose from.
While Medicare+Choice has potentially expanded options in health delivery, serviceto certain areasis till
limited to traditional fee-for-service Medicare.

The next key assumption is that beneficiaries can obtain information to facilitate choice.
They must be able to get information when they need it. HCFA's National Medicare Education Program is
currently underway with the dissemination of the Medicare and Y ou handbook to five pilot states and a
condensed version, which is a bulletin, was mailed out to beneficiaries in the remaining 45 states.

Other means of disseminating information is aso underway through the Internet and through
partnerships with state and locally based organizations.

The contents of these materials are also important. They need to be able to answer certain
beneficiary questions. For example, questions on the context of the health delivery system, the details of plan
options, and beneficiaries al so need to be able to answer questions on how these options and the changes affect
people like them. In other words, people with similar demographic and health status characteristics.

Once beneficiaries have the information they need, they must be able to use it to make
decisions. But it's not clear that they do actually use thisinformation for several reasons. It'simportant to keep
in mind that the Medicare beneficiary population isunique. It possesses certain characteristics that make using

information more difficult than the non-M edicare consumer.
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Since I've goneinto detail in the paper, I'll just highlight afew points. First, one problem
with this assumption that the beneficiaries are actually using the relevant information isthe literacy rate.
Research shows that about 44 percent of the elderly read at the lowest reading level and low literacy rates may
be a barrier in using information.

Poor health status, cognitive impairments and reliance on agents to make decisions, these are
all issues that we should take into account when assuming beneficiaries are actualy using the information they
get.

Once consumers have the relevant information and are willing and able to use this
information it's not clear that the decisions they make are actually better value-based decisions. A few reasons
for thisinclude alack of comprehension of specific variables and the inability to process several variables at
onetime,.

Another important factor is the presentation of information. Research shows that
information presented in different layouts actually can yield different results or different decisions. Also,
consumers make health care decisions based on their present health status and they may not anticipate future
disability or need for medical care.

The final assumption of the informed choice processis that better choice yields value-based
competition. In theory, demand side incentives will compel plansto compete based on costs and quality and
then to improve health plan performance. But the question is how many individual consumers need to be
informed to have an impact on aggregate demand? It's not clear how much demand side pressure will be
required to have such an effect in shifting costs and quality.

Certainly some of the inherent assumptions underlying the informed choice process are

problematic within the Medicare market. The workplan we propose will attempt to analyze these problemsin
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asystematic way. Theworkplan istwo main pieces: the construction of aconsumer choice model and an
eva uation of the current Medicare initiatives in the context of this model.

The goal of the consumer choice model isto construct a model that will map out the
consumer decisionmaking process to identify inputs and potential outcomes. We will do this by drawing on
lessons learned from health care and other industries.

The next few pointsjust lay out the method. First, well briefly describe the historic change
for need. Then we will describe the policy interventions and implementation measures. Then well take alook
at industry inputs and costs. What's the role of the private sector in this? Next we'll examine the literature to
determine whether the goals of the changes and measures have been met. Then we can a so convene a panel of
consumer information experts to provide insight and perspectives on how informed beneficiary choice can best
be fostered.

Just to list some examples we can use in constructing the consumer choice model, the food
industry provides an example. 1n 1990 Congress passed the Nutrition Labeling and Education Act to provide
valid and reliable consumer information on food labels with the hope that consumers would adjust their dietary
patterns and lower their risk of chronic diseases.

In the health care industry, the literature on report cards of physicians and providers and the
use of thisinformation could aso be used in constructing a consumer choice model. Within the Medicare
market, the 1990 OBRA provisions about Medigap, which simplified and standardized policies, isalso an
example of changes that affect options and information regarding these options.

The next step would be to evaluate Medicare initiatives. The goal isto identify gapsin
information and information needs of Medicare beneficiaries. The method will evaluate these initiatives

specifically in the context of the consumer choice model. Asmentioned earlier, HCFA has several initiatives
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aimed to inform beneficiaries of their new Medicare+Choice options. Well attempt to evaluate these different
initiatives that HCFA is undertaking.

Wewill aso examine work undertaken by state and local based organizations such as the
Health Insurance Counseling and Assistance Programs and we'll 1ook at private sector initiatives. Since many
employers provide post-retirement supplemental health benefits for former employees, private sector initiatives
for informing beneficiary choice will aso be considered in the evaluation process.

Upon evaluation, we will identify gapsin information needs and then develop optionsin
filling in those gaps. The resulting analysis could form the basis for a chapter in our June '99 report.

We would appreciate your comments and questions and feedback.

DR. KEMPER: | thought this was a nice workplan, and just one comment which you alude
to in the paper, but reading it | get the sense that if al these things didn't happen and most consumers didn't pay
attention to it, it wouldn't be aworthwhile effort. It seemsto methat just the existence of the information can
have avery important effect on the market. Even if 5 percent of the beneficiaries are using it, it could still be
very useful in terms of quality and so on.

So | would just make sure that that point comes out because otherwise | think there'sarisk
that it might be viewed as unsuccessful because of literacy problems and a poor plan and so on.

| just had one question that | didn't understand. Y ou talk about examining industry inputs
and costs. | wasn't sure what that was.

MS. PHILIP: For example, inthe food industry, what sort of changes did they have to make
in terms of labeling? What did the private sector have to do?

DR. KEMPER: What are the impacts on the plansin terms of cost?

MS. PHILIP: Right. That would be the parallel exactly.
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MS. NEWPORT: You have quite achallenge. If you can figure this one out, you'll do a
great serviceto everyone. | would suggest that just because that was the last point made, the Nutrition
Labeling Education Act, | guess there's one difference between informing people and having an impact on our
dietary problemsin this country. | don't think we've quite made that leap. After having two cookies at lunch |
understand that.

DR. CURRERI: They were unlabeled cookies.

MS. NEWPORT: Thereyou go.

| guesswhat I'd like to see, in particular, isthat we have the five state demo at least out, and
what kind of follow up HCFA or you folks can solicit from the bene's as aresult of that. | think that it's
important, there were alot of challenges that everyone faced thisyear. I'm not sure, given the experience of my
company, that if given the same doctor they do shop on price, in terms of their benefit program. Soiit is not
necessarily throwing HEDI'S or some other quality indicators at people. It isamatter of -- | think you had the
right order at one point, price and then maybe quality or price then doctor.

So | think we have to sort of recognize that thereis not so much -- maybe it's the Consumer
Reporters, where you fill in the circles, afull circle or half full circle or something like that. 1t might be really
simplefor peopleto look at but | don't know that we're really there on a subjective or quantitative basis.

So while | recognize the value of this, and making sure that people have the right
information at the right time, | don't know how we get our hands around it, given other studies that show that on
average people spend 14 minutes looking at their health plan information. | would say to anyone in the room
that's got some kind of insurance coverage, that's probably about the exhaustion of your patience with this, as

well. Although the choice is made simpler usudly by your employer.
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Maybe what I'm saying here is how do we make this simpler, user friendly, and give people
theright information? | think our tendency iswell, welll throw more measures at folks as opposed to the right
measures.

And | don't have any answers, | just have lots of thoughts. But | would suggest maybe we
take alook at the brochures and see what happened in those five states with that, as some point at which to
touch the first principles.

Then the Medigap changesin OBRA in 1990, | thought it was interesting that you sought
that out as a choice or an example, because | think the change there was driven by the fact that people were
being sold five or six policies, and | think it wasintrinsically unfair, and it did set some real clear bounds on
making a spectrum, A through J| guessitisstill. Andthat's still alot of choices, but at least it gave some
discipline to the market in terms of making sure that people were not abusing the privilege of marketing and
remarketing and reselling, so people were treated in a very fraudulent way.

| think that may have been more the purpose there, as opposed to anything else. So | think
we need to balance that.

Thisisjust sort of abunch of thoughts thrown together, but | think we really do need to look
at what we're really adding in terms of value and what it means. All these letters, HEDIS, NCQA, no one
knows. | even haveto stop and think about what those letters mean, in terms of -- QSMIC, | can't rattle that off
the top of my head. Even my doctors can't.

So | think that you need to think about how we make it as streamlined as possible.

DR. CURRERI: | found it alittleironic that in your paper and in your presentation you

pointed out the high percentage of people that wereilliterate and those without cognitive abilities. And then at
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the end of the paper you said the mgjor initiative by HCFA isto have their Medicare Compare database on their
web page. | tried to put those two things together.

| mean, if we've got 30 percent that are unable to read and another 10 percent or whatever
without cognitive ability, and then amajor initiative is this, something iswrong in the priorities, | think.

| had two questions. Oneis do we have any information on how many hits this database gets
by the elderly, not just by everybody that's doing research? That's number one.

Number two, is there going to be any attempt to distill what's on the web page and put it
down to something that could be easily presented to this one-third of the population that doesn't read?

MS. PHILIP: Actualy, about 7 percent of Medicare beneficiaries have access to the

Internet.

DR. WILENSKY: How old isthat data?

MS. PHILIP: | heard this from Michael McCullen of HCFA, the Center for Beneficiary
Services about two weeks ago.

DR. WILENSKY': It'snot aquestion of how recently she said it, it's how long was that?

MS. PHILIP: I'm not sure.

DR. WILENSKY': | only say that because thisis the kind of information that if it were based
on last year's survey, it could be substantially different.

MS. NEWPORT: And if you've tried to use any of the HCFA web sites recently, it'sreal
tough to find stuff. | speak from alot of experience on that one.

DR. CURRERI: | know that 7 percent perhaps have access to it, but that doesn't mean that 7

percent have used it. | really think that it's important for usto find out what kind of use it has by the elderly.
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MS. DOCTEUR: We canfind that out. Let mejust add a point that the mechanisms that
HCFA is starting to employ to try to inform beneficiaries were laid out in the BBA. So the Congress, in the
BBA, said that HCFA would maintain this website, that they would disseminate information through the mail,
and then the third approach is, of course, maintaining the consumer assistance hotline. So | think that's the key
way that they're going to get at people with cognitive and literacy problems. If they're able to do it, that would
probably be the method.

MR. MacBAIN: Another point is | was struck by your reference to research that indicates
that consumers only use five pieces of information and try to make a decision, and suggested that for the June
report it might be worthwhile spending alittle bit of time on how consumers use information as sort of
background to try to provide some foundation for thinking about this.

Second is a more specific question, and that is one of the commentsin the narrative is that
it's not clear that plans make it particularly easy to request relevant information or that they follow up properly.
Areyou saying that you have specific information that plans don't make it possible? Or just that you don't have
information? And if there isinformation the plans aren't complying with the requirements of the law, | believe,
to follow up further onthat. Or at least point it out.

MS. PHILIP: Don't haveinformation. From some of the literature that 1've come across, it
does state that thereis along time from when beneficiaries are actually requesting information and when they
actually receive the information. It's just alevel of responsiveness.

DR. MYERS: For the benefit of my fellow commissioners, thisis not a question to the team
making the presentation. We had alot of experience in this over the last year as the Medicare+Choice plans

were coming to public attention. We felt, as did the other autos, that we had to act with respect to our retirees
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and did a number of focus groups to try to understand the issue of how did Medicare eligible people want to get
their information regarding health plans.

The overwhelming preference was for person-to-person contact, preferably on the telephone,
where they could call whenever they had the impetus to cal and they could get some knowledgeable, friendly
voice that was patient to take them through what the issues were, answer their questions, and then help them to
make adecision. Purely from a cost-effectiveness standpoint that's arather costly option. We learned alot
about what they didn't want with respect to the kind of written information that normally comes their way.

| think it would probably be important, as we go forward with this, to try to take advantage
of some of the information that some of the private sector companies have gathered regarding their retiree
programs and what the preferences indeed are and what seems to have worked and not worked.

I'm not just picking out our company but there are others as well that you might learn from. |
think thisisavery tough issue and | think it's quite problematic to make any assumptions about -- especially
reading materials and what people are going to get out of them and what they should look like. You really have
to have specific examples. You haveto test it, you have to follow up with respect to what they felt afterwards
to understand what the effects were.

DR. CURRERI: | agree with both Janet and Woody. Number one, I'm not sure that all these
quality standards are what these peoplelook at all. Number two, it's difficult to get them to focus on what this
really means. | mean, | guess |'ve counseled over 100 people going into the Medicare program. What they
realy listen to, to really make their judgments on, is the presentation of whoever's selling the program to them
for the most part.

Thething that | find hardest to get acrossis that the salesperson will say well see, your

cardiologist is on here, your surgeon is on here, and so forth, and so on. And they make the immediate
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assumption that they can just go to those people just asthey had before. And to get through to them the idea --
they get theideathat they have to go to a primary care doctor and they have to be referred. But they think it's
only to new services. All their old doctors, since they're in the program, they can just go where ever they want
to.

| mean I've spent literally hours trying to explain that that's not likely the way it's going to be
under the contract. And they just deny it. It'sjust astated denial. So there'salot of problemswith getting this
across.

MS. JACKSON: | wanted to ask one question in relation to this statement. It saysin 1990
Congress passed the Nutrition Labeling and Education Act to provide valid and reliable consumer information
on food labels with the hope that consumers would adjust their dietary patterns, thus lowering their risk of
chronic diseases.

| want to know is there any data which really saysthat this has been beneficia? What hasiit
really done?

MS. PHILIP: We haven't explored that at al at this point.

MS. DOCTEUR: At this point, thisisthe workplan. It's one of the key questions that we
hope to address through this research.

DR. NEWHOUSE: It'sdonealot.

DR. WILENSKY:: It'snot clear that it has-- | mean | think there are two things. One, do
people actually look at nutritional labeling. The second, which in our case the parallel would be, would they
actually look at the health plan information and then is there any evidence in the food |abeling that they're

ultimately eating healthier? | think the answer is they're probably looking at more labeling and they're not
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eating healthy. Among other things, there seems to be this confusion about whether or not eating lowfat meant
you could eat whatever you wanted, and some other issues.

| mean, | think if you look at the outcome information, it's substantially less encouraging than
if you look at the actual labeling information. But | don't know whether they've done studies. That's my
understanding, at least if what we've found.

MS. NEWPORT: Just to what Bill just said about getting access to physicians and the
referrals and specialists. Last spring | gave a series of five speeches to about 500 Medicare beneficiaries. If |
tallied up -- thisis very unscientific, by the way -- the questions, | spent five minutes talking about the Balanced
Budget Act and | said what's on your mind. It'sreferrals. How do | get referrals? What do | need to do? Who
do | needto cdl?

So it really goesto Bill's point is everyone seems to be perfectly happy with understanding
they select a physician who's a primary care physician. But then what happens to them?

If you can talk to them and say thisis what the processis, thisiswhat you need to ask your
hedlth plan, thisiswhat you need to ask member services, they go away happy just knowing that thereisa
process and that type of thing. But it's very difficult, when they are looking at the materials -- and remember,
these are HCFA approved materials -- you have to have so much in there and so many things and convey so
much for them to just sort of get to the high hard information that they really need to feel comfortable.

And | don't care what side of the equation you're on. | think it's what makes them fedl like
they do have some rights in the system, they do have some choices, they do have away to rectify problems or
issues or get their special needs addressed.

MR. MacBAIN: Thisisjust to follow up abit on Anne'scomment. First of dl, strictly

anecdotal but a good example, on my way here | bought a bottle of lemonade that had the labeling on the back
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and it only had 100 calories, which | felt great about, until | noticed that this one bottle was really two portions.
| wasthirsty so | drank it anyway. But it points out the difficulty of even avery smple label that may not tell
you what you think it's telling you.

Also anecdotally, but | think it'sfairly safe to generdize from thisis-- and I've mentioned
this before -- looking at the effect of reporting hospital cost and mortality and morbidity datain Pennsylvania by
awhole dew of DRGs. It'savery unfriendly looking report. There's no indication that health plan
beneficiaries ever even seeit. | don't think thereisyet any indication of employers who really used these data
to put together their preferred provider networks.

But it has areal impact on the hospitals themselves. They're the oneswho read it. They're
the ones who understand the numbers. And nobody wants to be in the bottom half. Part of it's bragging rights,
part of it'sreal concern about quality. People have sort of gotten over the question the data stuff.

So that in looking at the effects of Consumers Reports type information, recognize the health
plans themselves are a key consumer. They'll fight for -- it's trite to say bragging rights. | think the point is that
nobody wants to be below average. And that bites off another positive effect.

DR. WILENSKY': | wanted to make that comment aswell. The fact that this was regarded
to the extent that consumers didn't use the mortality statistics that HCFA had put out. That was regarded asa
failure on the side of the mortality statistics.

| don't know that there has ever been much of an assessment done but | know that hospital
administrators, after screaming in public about how their position was unfair if they were shown in a poor light,
would frequently say to mein private that it forced them to try to figure out why that had happened. Whether it

was their data collection systems weren't any good or their data reporting systems weren't any good, or there
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really was a problem going on in the operating room. Or they thought there really was something about the
patient mix that wasn't captured.

And it did force them to go back and to look to see whether or not there was something that
was going on that they could impact. It meansthat to the extent you were trying to make information available
on aconsumer friendly way, you failed on that criteria, you didn't necessarily do without a positive impact.

But | think we sometimes have to be alittle careful about how we judge the effectiveness.
That goes back to what people were saying earlier. Even if only arelatively small number of consumers made
use of some of the information, we don't know whether that's enough to drive change in the provider
community. And you aways have thisissue that that may be true in 1998 or 1999. It may be less true two
years from now if that information continues to be around.

And even when it'sarelatively small number, other than trying to make some sort of a cost-
benefit trade-off, it's hard to say that if it provides information to arelatively small number of consumers and
drives providers not to bein an undesirable category, however that occurs, again it's not having the effect that
one might wish to have of making a consumer friendly information set available, but it's not the same as not
having an impact.

DR. KEMPER: Just one follow-up comment. | think that's why it's so important what the
content is, as well asthe process for getting out and whether people useit. Think of the plans and the providers
as an audience for the content of the information, as well as consumers.

MR. SHEA: We've talked in previous sessions about other dimensions of thisinformation
and consumer decisionmaking complex process. | wanted to suggest that at least two notions, | think, are

important to keep in mind and to reflect as you develop thiswork further.
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One isthe notion of accountability. That isthat, in addition to or alevel beyond information
on which you can make meaningful choice isthe notion of information so that you can provide providers and
health plans accountable. Are they really, by accepted measures, doing the kind of job which you expect them
to do?

Secondly is the importance of consumer protection. When you get into this area, it's clear
from lots of other experience, that you need certain systems to protect people at least from the rough edges of
what the jumble of information can provide.

| guess the good news here, again as we've talked about before, there's lots of experience
with doing this among private employers. But that | think is another areawhich really bears some drawing out
here. Because one that has not been an easy or an inexpensive experience for employers at all, and they've
been doing it in organized groups where they have some control over the negotiating process with the plans and
the providers and where they have a relationship with the individual s who get the benefits.

In this situation, it's very important to bear in mind the level of difficulty is much, much
higher because thisis not agroup. There's nobody who says I'm now bargaining, except HCFA with all of their
constraints.

And then secondly, just on this cost factor, | think it's really important that, as you say, you
look at the cost of doing this sort of thing well because we've aready seen that we have an underfunded notion
here as we start this process out, compared with what the industry experience has been.

DR. LEWERS: | generally agree with what's been said, but | think there are a couple of
issues. One, it'skeep it smple. You've got five issues that they look at, you've got to find which five they

should look at.
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Most of the timeif you get over three or four things that people have to think about and look
at, they losetotal control of it. So keeping it smpleiselementary.

Secondly is you've got to make sure it's accurate and that it comes out in a frequent enough
form that it's accurate. 20 years ago the Attorney General in the state of Maryland tried this process with
hospitals and with physicians. It failed miserably because in our community, when you look up the physicians,
they had six doctors in there who were dead and had been dead for some time.

So immediately people said well, if they're that far off, I'm not even going to bother to look at
it. And they didn't, and it was published one time and it was out.

But the other thing, which | don't think we've mentioned, is the majority of the people get
their information and make their decisions on their family, their friends, their physician and other health care
providers. That'swherethey go. That'swhat | thought Bill was going to say and, since he didn't, | thought |
better.

It'svery simple. | mean, | spend alot of time counseling my patientsand | do now, | get a
number of phone calls now. I've got this, what am | supposed to do with it? So that's where they go, family,
friends, physicians and other health providers. | don't think that's going to change a great deal until we find
some system which solves all those problems.

DR. WILENSKY': Further comment?

MR. MacBAIN: Let mejust follow up on that because what Ted just said reminded me of a
situation with my former health plan. We found that that was a very effective source of marketing that we
hadn't even thought of until we got some feedback from doctors who contracted with us, saying I'm

recommending you to my patients because I'd rather deal with you than your competitor.
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Maybe that's another areato focus on. Why not provide information to physicians to counsel
their patients?

DR. WILENSKY': Thank you.

Beth?

MS. DOCTEUR: Thisfinal session isthe Commission's first opportunity to look at the
question of whether and how Medicare, in its new capacity as a prudent purchaser of health care services,
should take any steps to address the problem of errorsin the delivery of health care.

The staff paper triesto provide you with aframework for thinking about what types of
recommendations MedPAC might want to make on these issues, if any. It providesafirst cut at the policy
analysis.

It starts out with the big picture, in trying to get a handle on what we're talking about when
we're talking about health care errors and looking at what theory tells us about error reduction, identifies some
obstacles that have to be considered in any initiatives to address health care errors, reviews some of the recent
initiatives that have been undertaken in an effort to try to get a handle on this problem. Although these
initiatives are quite new, we try to draw some lessons from Medicare from these initiatives. Finally, we move
to sort of acase study or an illustration of a specific areain which Medicare might make some changesto its
current policies that would have an impact on error, and thisis the area of autopsies. So we look at thisin a bit
of depth in the conclusion.

Health care errors include both mistakes that are made in doing something and mistakes that
occur when something should have been done but wasn't done. Thereisn't an enormous literature right now on

the occurrence of errorsin health care but it is growing rapidly. We do know that there have been studiesin a
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number of areas, particularly injuriesthat result from medical treatment, misdiagnoses, adverse drug events, or
mistakes in prescribing medication or administering medication.

From the literature we know that errors are rare but they're not extremely rare. My paper
cites several different studies that have been put forward as examples, and also notes Dr. Lucien Leipswidely
cited extrapolation that looks at what national incidence of health care errors might be. He estimates that
approximately 180,000 people die each year as aresult of injuries that they receive in the course of medical
treatment. He equates that with three jJump jet crashes occurring every two days.

A lot of what we know about error reduction actually comes from other industries that have
taken the lead in thinking about safety and opportunities to reduce errors. Experts who have looked at thistell
usthat health care has along way to go to try to catch up to these other industries. They tell us that what we're
going to need to accomplish real change isareal shift in sort of how we think about patient safety.

They tell usthat we need to design systems that improve safety and that reduce opportunities
for error. They tell usthat we need to train professionals in safety methods and to reward professionals for
actively taking stepsto try to identify opportunities for error.

They tell usthat we need systems that provide backup protection from mistakes because
human error isinevitable. Furthermore, we need to start thinking about errors as opportunities for learning and
exploit them in that respect as much as we can.

Finaly, we've learned that learning from mistakesis not likely to happen in an environment
in which blame and punishment predominate.

There are at least two obvious key obstacles to addressing error that need to be taken into
account in any initiativesto get at the problem of health care errors. Thefirst oneisthe medica professional

culture, which is believed to provide abarrier to addressing errors. Experts who have looked at thisissue tell
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usthat doctors have been trained to strive for perfection, and to have a zero tolerance for error, and not trained
to actually look critically at their own work and at the systems in which they work to try to actually identify
problems.

A second barrier is the threat of malpractice litigation in our medical professional liability
system. Expertsagain tell usthat by punishing those who make mistakes the system favors covering up errors
rather than taking active stepsto try to uncover errors and learn from them.

The paper describes a number of recent national initiatives that have been undertaken to
address the problem of errors systematically. | won't review them here again individually, but as| said they're
all quite new undertakings so we don't have alot of data available at this point by which to say how successful
these individual efforts have been. But | think there are afew lessons that we can take away from Medicare at
this point.

One lesson isthat these initiatives have provided an illustration of the notion that errors
won't be reported if the reporting body has the power to punish those responsible for errors. JCAHO, or the
Joint Commission on Accreditation of Health Care Organization, their sentinel event policy provided an
illustration of this. The organization has made recent changesin its policy to try to address this concern.

A second lesson isthat reporters of problems of errors must believe that their information is
going to be held confidentia or they won't feel comfortable sharing that information. Right now confidentiality
standards differ by state and this presents problems for national sharing of information. Some have proposed
creating national guidelinesthat dictate how sensitive information can be treated for quality improvement
purposes.

Finaly, the initiatives that have been undertaken illustrate the benefits of coordinating

initiatives and trying to get at problemsin multiple ways. Many current initiatives have implemented several
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individual activities, trying to get at the problem of errorsin dightly different ways and approach it in several
ways a once.

| think a good example of thisisthe VA's approach. The VA has set up an awards program
for health care practitioners who take steps to identify errors. They've devel oped an error reporting system
designed to get at root cause information and to disseminate that information among others who might use it.
They've developed a partnership working group with othersin the public and private sectors who are interested
in trying to address this problem.

Now we get to Medicare'srole. | think there are several tools that Medicare could useto try
to encourage or facilitate health care providers effortsto address errors. Payment policy is obviously one
powerful approach that Medicare has. Thisincludes both coverage decisions and payment mechanisms.

Medicare's conditions of participation for its providers are another approach that can be used
to get at the problem of errors. Quality improvement requirements and quality measurement public reporting
measures, these are similar but not quite the same. The first of the tools is designed to set up incentives for
improvement without bringing public scrutiny necessarily or comparisons among providersto bear. The
second approach offers public accountability and is likely to be more controversial in that respect.

Now we'll move on to the specific issue of autopsies. Thisis one areawhere it might make
sense for Medicare to focus its attention. Autopsies are aunique service in that they aren't undertaken for the
medical benefit of a particular patient. Much has been written about the wide range of benefits from autopsies,
including identifying errors in diagnoses -- and we know that these types of errors still occur in anywhere from

athird up to haf thetime.
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Providing control is another benefit. Contributing to the knowledge base of individual
physicians and the medical profession asawhole. Improving accuracy of public health statistics comes about
due to the fact that autopsies often uncover reportable diseases that weren't otherwise found.

So virtually everything out there tells us that autopsies are a good thing for public health and
for health quality. But still we see that ratesin hospital provisions of autopsies have fallen dramatically. We
don't have one good source of national reliable statistics on this, but we do have surveys, accreditation reports,
and local studies that have consistently found that autopsy rates are right now in the range of about 5 percent
for community hospitals and about 10 percent for teaching hospitals. Thisis quite a dramatic drop from the
previous rate of about 50 percent in the 1960s.

Experts have put forward a number of reasons why autopsy use is down and these theories
have been supported further by surveys of providers. Perhaps the key reason for autopsy use declining, two key
reasons, the first being the fact that many insurers don't pay for autopsies directly or at all. Medicare paysonly
indirectly for autopsies through it's prospective payment system for hospitals, which means that hospitals and
physicians have financia incentives to minimize rather than to maximize the number of autopsies they provide,
just from the financia perspective.

The second reason relates to industry standards. Both Medicare and the Joint Commission
on Hospital Accreditation currently does not require a set percentage of autopsies to be performed, athough
they did have such standards in the past.

A third concern learning to the decline in autopsy useis believed to be the fear of litigation.
Some experts again have said that thisis actually unfounded in that autopsies often provide information that can

be useful in defending against mal practice suits that are unfounded.
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A fourth reason is that some have said that technological advancementsin diagnostic
abilities have rendered autopsies no longer as useful asthey werein the past. Again, there are some research
findings that suggest that that's not, in fact, true and that diagnostic accuracy remains the same asit has been.
But nevertheless, if that's the belief, then that's till a cause for declinein autopsy use.

The final two reasons cited for autopsy decline would be societal discomfort with death.
And that leads to people refusing to provide permission for autopsies, aswell as doctors' discomfort in talking
about it.

Finally, supply issues. It's believed that pathol ogists are now spending more time doing
other types of activities. And furthermore, certain hospitals may no longer have in-house capacity to undertake
autopsies.

There aretwo, | think, key reasons why Medicare seemswell positioned to look at thisissue
of autopsies. Thefirst isthat Medicare beneficiaries account for approximately three-quarters of in-hospital
deaths. The second isthat Medicare has traditionally played arole in funding health costs that are believed to
be a public benefit generally, even when they're not beneficial to individual patients. Obvioudly, graduate
medical education is one example of thistype of role.

Even those people who do think that Medicare should take steps to address autopsies,
however, are not in agreement on what policy options are the right ones to pursue, however. The paper lays
out six potential options for pursuing Medicare changes in autopsies that have been put forward.

The first oneis changing conditions of participation. Thiswould change Medicare's
conditions to actually require a set percentage of autopsies. The drawback to this change mainly isthat we
don't know what the right percentageis. Thisisone of the main reasons why this standard was changed in the

past. If we wereto implement thiskind of change in the conditions of participation, we'd probably want to
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have more flexibility to alow for different standards where those were appropriate because lack of flexibility
was one problem in the past, also.

The second approach for changing Medicare's policy would be to change payment. The
obvious change that's been put forward is to cover autopsies under Part B, thereby directly reimbursing
individual physicians for autopsy coverage and providing them with individual incentives to perform the
service. But thiswould be quite a changein that the services themselves aren't provided again for an individual
patient so it would make it quite a unique service on the fee schedule.

A third option might be for HCFA to work with the hospital industry to identify regional
centers for autopsy provision. This might make sensein terms of efficiency and it would maximize perhaps the
benefits of autopsy provision if it were correctly structured. On the other hand, some argue that autopsy
provision should be a key part of every hospital's activities for quality control and to educate the physiciansin
that hospital .

The next two options would focus on making appropriate autopsy use a quality improvement
focusfor providers. HCFA's quality improvement organizations might be directed to make autopsy use one of
their priorities for improvement, but it's not really clear that QI Os have the leverage that they might need to
overcome some of the root causes for declinein autopsy use that we've seen.

Alternatively, HCFA might collect information on autopsy performance measures and report
that to create public accountability. We don't have good autopsy measures right now, athough there are some
steps being undertaken to try to devel op those measures. So this might be an option for the future.

A final approach would be to engage in a public education campaign to try to inform the

public about autopsy use and to incite some demand.
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Soin conclusion, I'd like to kind of lay out three possibilities for next stepsin thisarea. In
addition to hearing from you on these issues, 1'd like to get some feedback in terms of which direction -- | guess
you could go in more than one direction -- but which way you want to proceed on this topic.

One approach would be to move toward recommendations on the problem of errors
generally in Medicare, whether Medicare should take specific steps such as developing an error reporting
system or something else. A second approach might be to examine the autopsy issue in greater death, moving
toward recommendations on Medicare's autopsy policy.

Then athird approach might be to look in an in-depth way at some other areasin which
Medicare might have an opportunity to make a difference. Medication errorsis one possible area, nosocomial
infections being another, and there might be othersthat you're interested in.

DR. CURRERI: | want to addresstwo areas. Thefirst is obstacles to addressing the error,
of which you've listed two. | think there's athird, and more important one, than either of those two. That isthe
attitude of certain insurance companies that handle professional liability.

Not al, but many threaten to either increase premiumsinordinately if you have a successful
suit against you or withdraw from a state entirely if there's a bad experience there, particularly with juries that
are overly responsive to plaintiffsin terms of dollar settlements.

And frequently, some of these companies take the attitude that they will fight any suit, no
matter how obvious the error was. That brings into play a number of defense lawyers whose whole purpose is
to hide any errors, if possible.

So | think that you need to put that influence in there as a very important influence.

| think you also ought to look at, besides examples you gave, of many of the university

consortiums who have, either on a state-wide basis or regiona basis -- self-insured. Because | think, for the
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most part, they've taken the absol ute opposite tack that it's much less expensive to admit an error and
immediately go to the patient and arrange a settlement rather than to let it go on for two or three years while
hostilities build up and the price goes up, to settle that. And also, they've taken the attitude that the more errors
they can identify the more preventive actions they can take to prevent those errors.

That's atotally different attitude, much like the VA has taken, and those might be good areas
to look at. There are several around the country that | can tell you about if you're interested.

| also want to make a comment about autopsies. It istrue that the autopsy rate in the 1960s
was about 50 percent. It's also true there were very few malpractice liability suits at that time. In fact, it was
almost unheard of. But | really don't think that that's been the major reason for the decrease in the autopsy rate.

| think that, for those of you that are not physicians, the hardest thing that a physician ever
doesisto reguest an autopsy because you've just been dealing with a patient that you've had an intimate
relationship with. 'Y ou've been dealing with afamily that's been going through a very tough time. And now the
patient dies and no longer owns his own body, and now you're asking the next of kin to have another procedure
done.

The obvious response in many ways, sometimes due to guilt, isthat well, grandfather's
already suffered too much and | don't want him to suffer anymore. No matter how unreasonable that sounds
after he's dead, that's the way most people feel.

The reason there was a 50 percent autopsy rate, in my opinion, in the 1960s was the JCAH
requirements to have a certain autopsy rate so that therewas alot at stake if you didn't do it. So you did an
unpleasant job.

When JCAH dropped that, nobody wanted to do that job of asking for an autopsy. And

unless you were trying to get an organ for transplant, that is a patient who wasn't diseased, wasn't too old, was a
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trauma victim or something of that sort, it was very easy to drop the enthusiasm for asking. | think that's
probably the most important factor.

| don't think educating the public is avery rewarding way to go. Thereason | think that is
because it hasn't been very rewarding from the standpoint of getting organs for organ transplant, either. It's
something that should be done, but | think it'salow reward program and | really think the only way you're
going to get back to that again is to put teeth into some minimum autopsy rate, and that will give the hospital
directors the teeth to go ahead and request of their attending staff to get autopsies.

DR. MYERS: | want to comment on the sameissues. First on theissue of the autopsy, |
think Bill isright. Even when | was amedical student, we did ahell of alot more autopsies than are being
donetoday. I'm not sure of al of the reasons why they've dropped, but | think that we've got to do something to
reverseit.

| didn't realize, first of all, that Medicare didn't pay directly for them. That was something
that | just learned from you. Secondly, that the rates have fallen off so significantly.

| think that there are alot of people who could give us good advice on thisissue, specifically
the medical and the hospital association, and more specifically the pathol ogists could probably give us some
very good advice on how to target it, whether regional centerswould or would not be effective, et cetera. |
think we ought to take advantage of that expertise as we move forward.

But | also think that we need to conclude that there should be some recommendation to use
the payment policy to facilitate an increase in the number of autopsies, whether it's mandated through a specific
vehicleor not. | think that that's absolutely the right way to go, with respect to learning more about possible

errors that occur during care.
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| would agree that educating the public on thisissue is probably not my first choice nor my
second or third. It's going to be very difficult for the public to understand, and I'm not sure that -- people are
going to be so rarely in the position that they make that decision that a general education effort will probably
not provide us any specific opportunity to improve that rate and it will cost money and will probably cause
more trouble than it would if we did it the way I've already suggested.

| think the liability issueisasignificant issue that needs to be factored in, aswell.

| want to switch gears and talk more about medication errors, because | think that's where
there's a huge opportunity. There'salot that's been done on that in the last few years. I'll just give you one
example and there probably are several othersthat are equally advantageous for usto look at.

| know at the Petersburg Brigham Hospital, they've been using a computerized order entry
system for the last several years. When a physician orders medication there is a database there that has
information about the patient's allergies, what other medications the patient is on, height, weight, and those
kinds of factors that are used in order to judge whether there's an incompatibility within drugs, whether the dose
is proper, et cetera. So when a physician inputs an order that's incompatible, before the order entry system
allowsthat order to be processed it will query the physician did she or he know that XY Z was true or that the
patient was aready on ABC.

They've learned from the query system that physicians often, in the rush, can forget about
some of those very important factors. And the system has proven effective in reducing substantially the kinds
of orders that would result in a significant adverse medication event.

| know anumber of hospitals, including several I'm affiliated with, are now looking to bring
that kind of system into their facility because they believe that these systems are the wave of the future and, with

respect to inpatient medication errors, offer significant protections that do not exist today.
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| don't know whether the hospital association has reviewed them or has taken alook at them
or has an opinion on them. But | think, from everything that I've learned about them, that they are absolutely a
positive asset to reducing the number of errors. And | would think that we might want to explore that and make
recommendations along those lines to motivate, encourage, push, whatever the right approach might be, using
the Medicare program to facilitate these kinds of systems to be placed in the hospitals that we have to fund.

DR. KEMPER: | found the discussion of error reporting very stimulating. 1t seemsto me
worth pursuing. | guess one question | have iswho's accountable for the errors? | mean, who would bein a
position to use and to act on the error information?

| understand in the airline industry there'sthe airline and | guess the airline manufacturers.
Y ou can imagine the airline looking at al the margins for improving safety. And | can seeitin ahospital. |
can seeit with the health plan being accountable. But | think some thought is needed to think about who'sin a
position to really reduce the errors and how that works in a Medicare fee-for-service program.

| guessthe flip side of that is| think it would be useful to broaden the sources of errors.
Maybe that's implicit here, but there are equipment errors, there are pharmacist errors as Woody mentioned,
patient errors, nursing errors. There are all kinds of errorsthat occur in health care and how to get a broader
perspective on that.

| guess the third thing is a question about the quality work more generally and whether or not
there's some work planned monitoring what HCFA is doing and fee-for-service quality improvement and
looking at other efforts, in addition to the error reporting. Have you thought about other things?

MS. DOCTEUR: Yes, | started that work and you'll seeit at the next meeting devoted to the
June report.

DR. KEMPER: Sothisisjust apiece of that?
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MS. DOCTEUR: Thisisjust envisioned, depending on your feedback now which for the
most part sounds like there's someinterest in this, thiswould be envisioned that error reporting would be one
chapter in the June report. Then a second chapter would be a broader chapter on quality assurance under fee-
for-service, looking at al the different types of things that are going on.

DR. KEMPER: Grest.

DR. LAVE: Robert Wood Johnson has funded a couple of projectsto look at the error issue,
and you may want to just check with who they're doing and where they are. 1t's under health policy.

DR. LEWERS: | just wanted to point out that the National Patient Safety Foundation, which
you've highlighted, is having its second Annenberg conference soon. |'ve forgotten the exact date. That's
oversold. Sotheresagreat ded of interest in this and thisis something that | think is very appropriate and very
timely.

| think one of the very key elementsis the punitive issue. It's got to be alearning
opportunity, not apunitiveissue. | think we've learned that in raising our children. We all make mistakes.
They make mistakes. And we no longer use the same basic approach to the children as we once did.

| think we have to be careful, and we were just talking a minute ago about can we find
another word for error. We've been wordsmithing today. Learning opportunity, misadventure.

| was going to make the point that Woody made about the ordering of drugs, et cetera. And
in an adverse drug reaction, if | order someone ampicillin and they get a skin reaction or they have the diarrhea
side effect from that, there'sno way | can safely -- except if | know they don't have an allergy to penicillin --
predict that. Nosocomial infections, | mean, these are listed in several of the studies you talk about as errors.

And indeed, they're not errors.
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We haveto be very careful in our definition. | think there should be an explanatory section
on what are really true errors and what aren't.

For instance, dternative medicineis becoming alot more population now. Patients comein
and they're afraid to mention to the physician that they're using an alternative form of therapy and you prescribe
something and they get areaction. Isthat an error?

I'm glad to hear you talk about the liahility issue, Beth, because quite frankly, having alittle
bit to do with liahility, we would prefer to have an autopsy. If | take acaseto court, | have amuch better
chance of winning that case if | have an opportunity to know what's going on.

And most companies, and Bill, | don't agree with your assessment of some of the industry,
there may be companies that do that but | think there are very few in today's world that don't want an autopsy.
They would prefer to have them. It really does help in most of the instances.

But if we talk about autopsies, | think that Bill's hit upon the point with JCAHO and a
percentage. And physicians do have a hard time talking about it, but we talked about it back in the '60s so we
can talk about it now.

But physicians a so think well, I've got the MRI, | see the whole body, | can turn it upside
down, | can computerize and rip it around. That may show usalot of things, but if you see an adrenal adenoma
and you missed it, that doesn't mean that that had any relationship to the patient'sillness or the patient's death.
The same thing with alot of other factors we see.

And yet in the statistics that you're talking about, many of those were classified as errors
because they weren't known but didn't have anything to do with it.

The other factor, and | think the key factor is cost, because they can cost $2,500. A lot of

that isthe pathologist has got amajor portion and it takes alot of time to do this sort of thing. So we're going to
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have to find some way of basically either reducing that cost or in some way covering that cost. But | don't think
regional centers are the answer.

If | wereto ask a patient for an autopsy and say well, I've got to send this patient to
Wilmington, Delaware because that's the regional center, they see that as adelay in what they're having to do
with their services. In certain areasit isadelay. And so | don't seeregiona centers asaviable alternative
unless we deal with alot of centers, | mean alot of regional areas.

So | think thisis an excellent chapter. I'm glad to seeit's here. | think it's something that we
need to address but we have to do it with great care so that we do cover al of the issues we've heard around the
table and the onesthat | pointed out. Thanks.

MR. SHEA: | think the literature seems to be clear that if you're going to address errorsin
any field, then you need to create a safe situation for that to take place. It includes, certainly, addressing the
ligbility issuein thisfield in away, | think, much more aggressively than has been done.

But | wanted to raise the adverse event issue. It goesto a different, and possibly somewhat
conflicting dimension. What happens now when there's an adverse event, death or dismemberment or
something, in terms of HCFA'srule? What do they do? Do they, first of al, require that it be reported? And
do they do something if it isreported? Or do they just rely on the JCAHO process?

MS. DOCTEUR: They rely on the JCAHO process to my knowledge. The QIOs, the
Quality Improvement Organizations, do play arole in investigating both patient complaints about situations,
which adverse events might be one, any kind of quality concerns. The QIOs then report to HCFA on the
outcomes of their findings. Then it's up to HCFA to take any kind of action based on those findings if they feel

that they want to.



138

But my understanding is that the QIOs role has really changed quite a bit in the last few
years and that HCFA isreally downplaying this sort of policing activity and leaving it more to the industry and
the providers themselves, to police themselves.

MR. SHEA: | think thisis something that needs to be explored further than your paper does
because, in terms of the interest here, on the one hand we think we can see in some other fields -- whether it be
aviation or some of theindividua things like pharmaceutical errors -- how these could be addressed in non-
punitive kind of ways.

But the other side of the coin hereis| don't think thereis very little awareness that errors that
lead to significant adverse events could occur in hospitals, and that there is no even public recording of those
that are necessary, never mind sort of an investigation. The JCAHO processis avoluntary process for the
reasons that we were just talking about.

| don't think that you can just look at one side of this situation. | think you need to look at
both sides. | think from the consumer point of view, people are interested in knowing that if there's been a
major problem, or even worse a series of problems, at a particular facility or in aparticular plan, that they're
going to somehow know about that.

I mean, | think people would say of course, that's automatic, right? Most peoplejust don't
know that there's not a processlike this. In some states there's reporting, but it'savery complicated area. |
think you need to do more on the other side of this, though, which iswhat role is there for either reporting or
both reporting and investigating serious incidents?

DR. NEWHOUSE: | was going to say some things along the lines Gerry just said. Firgt, |
liked the chapter. | liked all your options at the end, focus on reporting the autopsy case and adverse drug

events and nosocomial infections.
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My understanding is similar to Gerry's on the reporting system, that in severa statesthe
reporting cannot be shielded from plaintiff's attorneys, so that reporting basically fails. Now we could lay that
out, and | don't know what options HCFA, Medicare and the Congress has for dealing with that. But it does
seem to be different than the civil aviation case.

A comment on our discussion here, having just said what | said, my reading of the literature
isthat this discussion istoo intimately tied to professional liability and medical error and that they're related but
that they're distinct topics. For one thing, alot of the discussion focused on the physician making an error. But
infact, if youlook at the error literature, for abad event to actually be realized, there typically haveto be a
whole lot of people that screw up in some fashion. It's not just the physician.

In fact, one of the lessons of the air literature islook at the whole system and try to prevent
error or mitigate its consequences rather than improve human performance. | think maybe you said that.

Second, in terms of Ted's comment on the definition of error, he'sright up to a point but --
that isto say that there are errorsin roughly -- in our old New Y ork study, which is the one that's often cited --
about 4 percent of admissions. And only about a quarter of those are negligent. For example, if | fail to ask the
patient who is alergic to penicillin and gave the patient penicillin, then that would be negligent. It would be
negligent anyway in my case, since | don't have alicenseto practice.

[Laughter.]

DR. NEWHOUSE: But if the patient never had penicillin then it's an adverse event, there's
no negligence.

The only point | would make there however isthat if you think of thisin a context over time,
you would like to have incentives in place to reduce the incidence of or the consequences of errors that would

not be classified as negligent and make systems basically safer over time.
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| had asmall picky point. On the autopsy decline and discomfort with death, absent any
evidence that people are more uncomfortable with death now than they were 30 years ago, it wasn't clear to me
why discomfort with death could explain the decline.

DR. CURRERI: Because doctors don't ask for it.

DR. NEWHOUSE: | buy your story about we dropped the requirement and | think that it
may be worth trying to explore arequirement in Medicare. Now that would mean we would have to
presumably pay for it becauseit's only built into the DRG to the extent that the current level is there.

| was going to suggest that one of the things | would like to know would be what various
levels of autopsy would cost, which wasn't here. | would think before it actually happened, we -- or whoever
was advocating this -- would have to come up with a cost estimate.

I, finally, was alittle surprised at Woody that he didn't say that quality wasjob one.

[Laughter.]

MS. NEWPORT: | guess several people have referenced thisand | think it all goes to what
shoesthat an entity, like a hospital -- self-reporting goes to mitigation and it is taken as a well-meaning effort to
address a process problem or whatever it is, whether it'swith an individual patient or it's a system that the
hospital has improved.

| think anecdotally I've heard, too, that right now HCFA thinks that self-reporting is basically
-- you don't get any consideration or credit. | don't know what that would mean exactly, but for addressing
something proactively and trying to make sure that it doesn't happen again.

And | think that's at the heart of thisin one level, isthere's no reward or disincentive to act
appropriately or is there some reward for making sure that the situations are corrected in the future? Soit'sa

mitigation standard and fraud and abuse, et cetera.
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So there seems to be some thematic interest in that type of thing right now.

DR. WILENSKY': | had a comment, Beth, about trying to do adightly better balancein
terms of the chapter of examples of how we could reduce error. 1 think the autopsy exampleisagood one. |
know Joe has been interested in this. And it has the probable appedl that it is not likely to be extraordinarily
expensive, especialy if we think of asampling rate for lots of reasons, | don't know, somewhere between 20
and 50 percent or 20 and 40 percent.

I think it would be useful to have an estimate about what it would cost for Part A and Part B
expenditures if we were to make some compensation and whether or not both parts were, in fact, required.
Certainly B isrequired because there isn't adirect physician, and probably something with regard to A.

And then the further discussions about using it as either a condition of participation or an
accreditation. It really does seem to me that the number one reason is that JCAHO dropped it and then,
secondly, there isn't direct reimbursement. But it's probably in that order, in terms of what's going on.

But | think the fact isthat we really need to think about these, as you indicated in your
workplan, as one of several examples. The adverse drug response is something that has gotten afair amount of
attention in the sort of quasi-public journals because of some spectacular mistakes that have occurred and also
because of some reports that got picked up by the popular press about the numbers of errors and the
ramifications, in terms of hospital costs or other measured health care costs that adverse drug reactions have
been associated with.

The problem, as | was talking with both the men on my right and my left isit islikely to be
much more expensive to try to respond to put in systemsto respond. And that'swhy | think it would be
interesting to have a couple of these examples, some of which may be much more immediately feasible.

Others, like the adverse drug, which may ultimately be even more important, much more expensive, have to
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occur over time and have some pieces which are already required by HCFA with regard to some of the drug
utilization, information that's required. But what it would take to make say a series of sequential steps.

To get to the issue that Janet and Ted, and Woody to alesser extent, had raised about the
tension between punitive response and self-reporting, it seems to me that there has been a substantial increase -
- | don't know about substantial. But there's been an increase of reporting with regard to fraud and abuse and
the assumption that if you don't get credit, you may at least get treated alittle more gently. If ahospital or a
health care organization stumbles on an inappropriate billing practice, it strikes me that there has been much
more -- because of instances that |'ve heard about -- about institutions or plans that self report and then indicate
the kind of steps that they have taken to change the process that allowed for this error to occur.

And that having some similar environment that was supportive at least of saying thisiswhat
we have found and thisis the process that encouraged it and thisis the kind of process re-engineering that has
been put in place to try to prevent this from happening.

But | guessit would be curious to have whatever insight you can on the liability issue and
some of these other organizations. Y ou know, airlines have been noted several times as being good models for
focus on systems, sdlf-reporting. But they certainly have lots of liability challenges after one of their errors dip
through in the form of an airline crash. And how have they dedlt with this tension between concern about
punitive and appropriate concern raised by Gerry and Joe.

DR. NEWHOUSE: The reporting is on near misses so there was no liability. The crash
everybody knows about, you don't have to report it.

DR. WILENSKY': Soyou don't really have anything that is comparable.

MR. SHEA: | think what there isisthey're parallel systems. There's avoluntary near miss,

the not adverse outcome, which is through this NASA-based system. And then there's the required report of an
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accident of some kind, maybe with or without injury, but certainly with injury which goesto the FAA, whichis
regulatory. And then they do an investigation.

DR. WILENSKY:: But one of the problems | think that you get into with medicine isthe
accidents are less obvious. So if you don't have some alowance for showing what you have done to make sure
that thisis unlikely or less likely to occur again, your incentives to not report and let them find you, so to speak,
are rather strong. But thisis clearly to the detriment of public good.

| think to the extent that if there's anything that you could find that would shed some light on
how to try to balance, other than say thou shalt.

DR. NEWHOUSE: Y ou can imagine anear-miss system in, for example, adverse drug
events where the nurse caught a mistake.

DR. WILENSKY:: | understand that. 1'm responding more to the concern that was raised
about self-reporting problems that had adverse outcomesin situations in which there's areasonable likelihood
that the system or the ingtitution may stumble on the fact they have a problem, but it is not going to be in their
interest to report it if it was going to be associated with liability which doesn't prevent the ingtitution from
correcting it but prevents every other institution that may be doing the same thing from knowing about it, and
therefore having to reinvent it.

To the extent that there's anything that you could offer in the next round, | think it would be
helpful.

DR. CURRERI: | just want to point out. We've talked about autopsies and we've talked
about pharmaceutical adverse events and a variety of other things which may have potentially expensive

solutions. But | would point out that if you have agood reporting system, and the one I'm familiar with is
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where the hospital and the university physicians are all self-insured by the same entity, you find some very
interesting injuries that are easy to correct.

Likefor one three month period by far the greatest repeating injury was people falling out of
bed. It wasn't the nurses fault, it wasn't the doctors's fault, it was all their fault. The doctors|eft the bed rails
down, the patient requested the bed rails down, the relatives |eaned over to give them a hug and left the left the
bed rails down. The nurse got called to another emergency and |eft the bed rails down.

And once you recognized that problem, which none of us were aware of because we'd maybe
only been involved in one or no cases, it was very inexpensive and very cheap to correct that overnight.

DR. NEWHOUSE: A similar analysis of oxygen deprivation in the OR where people
installed an alarm bell every time the oxygen shut off and it stopped it.

MR. JOHNSON: While we've been sort of talking with an ingtitutional focus, | know the
other place we need to watch with this population for drug maloccurrence is not in the institution but when they
go to the pharmacist to full their prescriptions. | know with my mother and mother-in-law usually once every
two or three years the pharmacist will say gee, you shouldn't be taking this with that.

| know the Blue Cross system in Michigan isimbedding into their pharmaceutical payment
system an alarm that will aert the pharmacist when something has been prescribed that this patient shouldn't
take with something else because of a potential interaction or reaction.

So we shouldn't lose sight of this population is actually getting most of its prescriptions
outside an ingtitution, not in the institution.

DR. WILENSKY:: It'salittletricky there because Medicare doesn't cover it.

MR. JOHNSON: | know. I'mjust following where the problems are. But from a health

plan point of view, and also from a purchaser point of view, I'd like to hear comments about requiring payment
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on the autopsies and so forth. What happens if we have an older person enrolled in one of the HMOs, and so
on?

MS. NEWPORT: | guess part of that, if Medicare coversit, one assumes that there'd be
some sort of pass-through, but in the short-term if that isn't covered then there would have to be some kind of
negotiated payment with the facility.

MR. JOHNSON: Of course, the other thing we have is the transference of good habits. You
know, sometimesit's from the private sector to the public sector and sometimesit's from the public sector to
the private sector.

But let'stake thisone. Again, with purchasers and health plans, if Medicare started covering
this, isthisthe kind of thing we ought to be doing for Medicaid, private insurance?

DR. MYERS: It'san excellent point and frankly | don't know. | don't know whether we
cover those or not. | guarantee you when | get back, we will move on that. Because | really do think it's an
important issue.

When we do the cost analysis we ought to not just look at the outlay but potentia savings as
well because if we start recognizing more and more problems that we can anticipate, then there will obviously
be some longer term savingsto it. But that's avery good point and | think that it shouldn't be just Medicare, it
should be everybody.

MR. JOHNSON: Then the question will be, who's going to write the New England Journal
of Medicine article that says we ought to start autopsies again?

DR. NEWHOUSE: The JAMA editor has been on a crusade for severa yearsto do this, so

they'd be the proponent.
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MR. MacBAIN: | think in terms of coverage for any insurance company that operates on a
claim based system, any claim submitted for anything that happens after the date of death isn't going to get paid
because that point the person isn't amember. Soin dl likelihood, most claim based systems won't.

Medicare, | assume, used to pay for it when hospital reimbursement was on a cost based
system. The move to DRGs, probably coupled with the change in the then-JCAH requirements, probably both
happened about the same time and knocked the pins out from under it.

| want to go back to something that Bill Curreri said earlier, of looking at the effects of a
system of voluntarily reporting maladventures, negotiating settlements with families, and learning from the
consequences. | think there's alot to be learned from that, getting over the instinctive defensive reaction.

Related to that, | think there'salot in the broader quality improvement literature about
focusing on process rather than individual error that is very constructive. Y ou begin to get beyond finding out
whose fault it was and say if the system was designed properly it wouldn't have happened because you wouldn't
have done things the way you did them, it's not your fault, let's go back and fix the system.

It's not only aless threatening environment, it actually improvesthings. It improves things
beyond changing one person's behavior to having an effect institution-wide such as the issue of bed rails.

The third thing isjust a point of clarification. In the narrative, the discussion of
misdiagnoses suggests, when you read it the first time through, that there's been no improvement in the
accuracy of diagnoses over thelast 60 years, which | suspect is not true. That people in 1938 died of illnesses
that today are diagnosed actively and treated effectively. People die of different things now, things that perhaps
can't be diagnosed without an autopsy or things that are different from the diagnoses that are learned on
autopsy.

| don't think it's a comparable population in that sense.
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DR. LEWERS: Just dong the sameline. If welook at encounter data and look at the
number of encounters with patients per day, the system is still avery safe system. We can't accept the errors
that we're seeing, we can reduce them.

But one of the things, too, that we've got to be careful in comparing the airlines because
they're comparing miles flown. So we've got to talk about the number of people that we are seeing.

So the point is, again, it's back somewhat to definitions, as to where we really are going with
this system.

MR. MacBAIN: Tojust follow up very quickly. | guessthe last thing with this anaogy with
airlines is that somewhereit's pointed out that the pilot of an airliner has got enormous backup systemsto
prevent error. So there's really nothing comparable in medicine, and yet medicine is a much more complex
process. We might look at that aswell, in what sorts of lessons are there in other industries that provide
additional information, warnings, the darm bell kind of things to augment individual decisionmaking?

DR. LAVE: | want to come back to the autopsy issue and to sort of indicate, we havein alot
of these things alot of mights and maybe should and that kind of stuff. And if we want to, and there seemsto
be afeeling about this, increase the rate of autopsies, shouldn't there be some direction given about the types of
autopsies and the types of cases of autopsies that one would like to see done?

| mean, one of the things that always puzzled meisthat | was once in a debate on the autopsy
issue. And then you would hear people talk about here | have a geriatric patient, they have thousands of
different cases and diaghoses and we don't really know what killed them. And my feelingwasdo | redlly care

which of 20 different diagnoses killed somebody if they're going to -- since they're all mixed up?
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So asahaive person, it didn't seem to methat | cared that much. Why | should care that
much about somebody with 25 different conditions, which was the specific one that did the person in? Why
couldn't you just call it old age or something. It may not be very sympathetic.

So | guess I'm curious about if we want to increase the autopsy rate, my understanding is
there's two reasons for doing it, one of which isto get a correct diagnosis so you know what killed the person.
And the other, in the context of this, isto worry about error rates.

So | guessthe question that | have is should we have some thinking about what kinds of
patients should onereally care about the actual cause of death? Does it make a difference? And should
anything be said about that?

And then the other one, if one istalking about sort of generic error issues, isthisarandom
sample problem issue? Isthis aweighted something? | mean, can we say something other than we ought to
increase the autopsy rate?

DR. CURRERI: 1 think alot of states already do that. For instance, many states --

DR. NEWHOUSE: Dowhat? A lot of states do what?

DR. CURRERI: A lot of states aready set priorities for who gets autopsies. For instance,
most states will say that anybody involved in an accident, it's a mandatory autopsy. Most states will say that
anybody that died without any physician ever seeing them requires an autopsy.

Then you get down to the two points you were getting at, and | think those are, for the most
part, what you're going to learn from an autopsy is amisdiagnosis or an error of an operative technique of one
sort or another. But | think those are important because if you have an failure of an operative technique, you
best know about it so that you might improve whatever it is you were doing to make it better so that it will hold

up in the future.
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| would agree with you, there are probably some patients where we learn very little and there
might be less emphasis on that.

| think it's very hard to regulate those things, too, because there's so many grays.

DR. LAVE: | wasjust curious about whether we can give some suggestions or some ways
other than mandatory -- we have alot in here about the desire of increasing autopsies and very little to say what
kind of autopsies do we want to have increased. And | think that it's only responsible to say something about
what kind of autopsies you would like to have increased.

MS. DOCTEUR: Let mejust add, Medicare has some very general standards. They specify
that you're required to seek an autopsy in cases of, | think, medical educational interest, legal interest, | have the
feeling there was athird one but | can't think of what it was offhand. But then they aso require that individual
hospitals set up their own more detailed criteriafor determining that. But they leave it up to the profession and
theindividual hospitals.

DR. LEWERS: Along the lineswhat Bill's saying. 1'm not sure there are many states that
requireit. They require that you report it to the medical examiner or coroner, whatever the case may be, and
that individual has the right to decide whether or not they're going to have it. And many of those individuals
today are not doing autopsies, aswell.

So | think it's a broader issue than that.

DR. CURRERI: You are correct.

DR. LEWERS: | think the other point, which obvioudly is not -- you know, it'savery
sengitive issue with physicians, isthat the rhetoric that we see in many of these casesis not helping us at all.
We're seeing alot of very blanket statements, like on the 60 Minutes show when it was said that doctors are

burying their mistakes. | mean, those things don't help.
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So | think we have to face this realistically and try to approach it, as | think we're doing here.
| think that's the approach that needs to come out of that, and not some sensationalizing that has been done.

DR. WILENSKY': Any further comments? | think you have probably more guidance than

you need.

DR. LEWERS: | hope you don't have anything else to do for awhile.

DR. WILENSKY:: Let me open thisto public discussion on any of the issues that were
raised this afternoon.

DR. CASEY: Dr. Casey from the Maryland-DC QIO, and | appreciate that designation, as
opposed to the PRO. | want to talk about the PRO's involvement, or the QIO'sinvolvement in this activity but
| want to make a couple of commentsfirst of al.

One isto the Commissioners, the discussion has really been revolving around the inpatient
setting implicitly, and | would challenge you to think of all domains of care with respect to the error issue
because | think it's amuch greater problem outside the walls.

Dr. Lewers had talked about an issue related to classification involving errors. It'sreally, |
think, more of an art than a science at this point. Some of the issues revolve around, for example, designating
systematic versus non-systematic or random errors. And also errors of commission as opposed to omission.
These are some examples of how perhaps an error evaluation system could be put into place.

For those of you who are familiar with Leip's articles in the New England Journal with Trian
Brennan in the early part of the decade, it underscores the issue of art versus science in the sense that most of
the statistical analyses evolved around using weighted CAPA, which is rate of reliability, which was assumed

to be de facto standard of care.
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| think there's some caution in making that assumption, but the Commissioners might
consider reviewing Leip and Brennan's articles if they want more detail, if they haven't already.

With respect to autopsies, | agree with the other physicians. | have the same experience as a
practicing physician and | would suggest that errors resulting in death are potentially beneficial for unexpected
deaths. But most of the deaths that occur now in the hospital, by and large, are expected in the sense that
patients come inin terminally ill states or have had long staysin intensive care units.

So perhaps looking at unexpected deaths with autopsies would be useful, but I'm not sure
that autopsies add additional information. Most of the determinations of error can usually be done by other
methods or are obvious even before the autopsy is done. So | would suggest an analysis of sensitivity of
autopsiesin picking up errors. | expect that they would be low.

Getting to what | stood up to talk about, and that is QI Os, the past activities have been in the
late '80s, involving random chart audits, looking for outliers with the goal of applying punitive measures, or at
least the receiving end looking at these as punitive. And we've moved away from that, but we still have
contractual obligation, as Dr. Wilensky knows, to sort out other issues that might come about as a part of our
quality improvement activities.

Asit turns out, the self-reporting part of this has actually been useful. We've taken a show
versus atell approach to this by giving hospitals, for example, their outlier cases. And we've found the
receivers of thisto be actually grateful. Some of them have fed back to us that they've taken the information
and looked at it and found someissuesrelated to errors. So | think that it getsinto this punitive nature

business.
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| think there's aright way and awrong way, and most places have an internal mechanism for
looking at errors, but again it'slargely subjective. And that's where discussion of errors takes place firgt, at the
local levels. Soif there'saway to systematize that, | think it would be more beneficial.

DR. WILENSKY': Thank you.

MS. COYLE: Just quickly on the last issue around the issue of errors. One that's obvioudly
very important, | think, in terms of more autopsies, there may be some valuable learning there. | think the fact
remainsthat it can till only be performed if ordered by a physician and consented to by the family, which
makesiit difficult.

Dr. Myers, onyour point, thereis| think avery fruitful areaaround medication errors. We
have been engaged in looking at issues around best practices and disseminating best practice information. If
it'sal right, I'll sharethat with MedPAC staff. There might be some hel pful information there to begin to look
perhaps beyond the autopsy issue at some other process kinds of things doing on.

On the earlier topic of Medicare choice and beneficiary choice, | think we sent to members
of the Commission in the spring some issues around health plan choice and decisionmaking. It was some
testimony, | think, Dr. Lewers that you were engaged in along with Dick Davidson.

Just areminder that | think there was some terrific learning from the President's Commission
on Quality around how consumers make their choices. We've also got some additional learning that I'd be
happy to share with staff aswell around informed decisionmaking. | think one of the things that we learned is
there are different variables involved in making a health plan choice versus making a clinical care choice, and
staff may want to consider those different variables as they make some suggestions for the Medicare
population.

But there is some good learning and I'll share that with the Commission.



153

DR. WILENSKY:: Thank you.
If there are no other comments, the commissioners will reconvene at 7:00 p.m.
[Whereupon, at 4:32 p.m., the meeting recessed, to reconvene at 9:00 am., Tuesday,

November 24, 1998.]
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PROCEEDINGS

DR. WILENSKY: We'reready to start. It appears that there's somewhat more public
interest in terms of this morning's session than addressing health care errors and informing consumer choice, so
we're glad to see that we have our crowd back.

This morning's session isinitially focusing on graduate medical education, on physician
workforceissues. Aswe have indicated before, in each of the meetings that we have between now and June we
will be devoting some time to the issue of graduate medical education to help us get ready for any
recommendations or discussions of policy issuesto be included in the report to Congressin August. Let me
turn this over to Craig. | assume you're going to start the discussion and then Janet, Deborah, and Susanne as
appropriate. Thank you.

MR. LISK: Good morning. Theinformation for today's discussionisin Tab H of your
briefing book from the mailing material, and al so the dides were passed out aswell. Now Congress for the
Balanced Budget Act required us to do areport on graduate medical education and teaching hospitals.

In this report on graduate medical education study we were required explicitly to consider
changesin federal policies related to international medical school graduates and methods for promoting an
appropriate number and mix and geographic distribution of physicians or health care personnel more broadly.
So today's discussion will focus on physician workforce issues.

The next meeting we will be talking some about nursing and alied health professions
workforce issues aswell as potentially some other information related to the changing market -- possible space
in producing these services.

Now these physician workforce issues are dl interrelated in many ways, so today we're going

to go through supply, speciaty mix, international medica graduates, and geographic distribution. All these
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workforceissues areinterrelated. So what we're going to do today is go through each of these issues, providing
you some background information, and then leave time for discussion at the end.

Now one important aspect though to remember is the Commission's mandate is not to
determine what the right supply or speciaty mix is. It isto recommend on a broader level whether federal
policies should be changed to promote an appropriate supply and specialty mix of physicians. Aswe consider
these workforce issues there are two broad questions we'd like you to consider as we're discussing these things.

Firgt, what biases, if any, exist in the payment, the education, and the financing system that
might lead to an inappropriate supply, specialty mix, or geographic distribution of physicians?

And second, at what level should Medicare or the federal government become involved in
policies that influence the physician workforce?

So more specific considerations, such as how many physicians should be changed or what is
the most appropriate specialty mix may be imbedded in the broader questions, so you may want to touch on
them, but it is not necessarily to reach precise conclusions about those. But what we want isadirection in
terms of if you think that there is an imbalance and where policy maybe should go, or where the Commission
wants to go, in what direction do you want to pursue on these issues.

So to summarize in terms of the areas that we're going to be covering again and who's going
to be doing those discussions, on supply Deborah Walter will be supplying some information on that. On
specidty mix, both Deborah and Susanne will also be presenting information there as well, and Susanne will
also be presenting information on international medical school graduates. Then Janet will close off with the
information on geographic distribution of physicians and residents.

Well come back and we'll put up this dide at the end so you can go through and make sure

you cover these different areasin your discussions. But | want to leave you -- what we want is we need your
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input on where we need to focus for the report on the physician workforce issues. We want you to discuss
these four issues, and at the end we need the direction for how the Commission wants to proceed in terms of
additiona information or types of recommendations that you may want to pursue. But we're not looking for
recommendations at this point in time. We're looking more or less for directions.

Alsoincluded in your briefing material is a background paper on the physician training
process. That'sjust for your information and to provide background and to provide some context for some of
the discussion on physician workforce that we're going to be discussing today. So with that I'll turn it over to
Deborah and we'll proceed down all these workforce issues.

MS. WALTER: Good morning. As Craig indicated, this presentation is intended to paint a
broad brush stroke of issues related to physician supply. Subsequent presentations will fill in the details on
some of the issues I'm going to raise here. | will first discuss the current and projected trends in the total
number of physicians. I'll then look at afew indicatorsto get a sense of how well the market isworking to
regulate physician supply. Next I'll discuss some implications of a physician oversupply, and I'll end by
highlighting issues that the Commission may want to consider.

Concern that a physician oversupply isimminent has persisted for amost 20 years. Most
agree that the United States has or soon will have too many physicians overall and a disproportionately high
number of specialists relative to the number of primary care physicians. But what is meant by physician
oversupply?

Physician supply can be viewed along a continuum from medical school to residency and
finally becoming an active physician. Working backwards, thisfirst overhead presents the number of
physicians per 100,000 population. Funded by the Department of Health and Human Service, the Council on

Graduate Medical Education, or more commonly referred to as COGME, has done a considerable amount of
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work on the issue of physician supply. There are three important points that | would like you take away with
thisdlide.

Number one, given the widespread consensus that the future health care system will be
dominated by managed care, COGME projected that the physician requirementsin the early 21st century will
be approximately 145 to 185 physicians per 100,000 population. Thisisindicated by the red band.

Number two, in the period between 1970 and 1990, the patient care physician to population
ratio increased 58 percent. COGME projected that if the numbers entering GME continued at then the current
levels, the patient care of physician to population ratio will increase to 203 in the year 2000. That is, by the
year 2000 it would mark the beginning of a physician oversupply, and that would be solely attributed to an
excess of specialists.

And the final point that | would like you to take away from this overhead isthat COGME's
projections were based on certain assumptions about the health delivery system, and more importantly, based
on dataup until 1992. However, if we look at the current data and compare it to COGME's projections we see
that a physician oversupply was actually realized sometime in the mid-1990s. That is, based on COGME's
projections, the U.S. now has more physicians
per 100,000 population than is required.

Thinking along that same continuum, we also see that the output of medical schoolsin the
U.S. has been relatively stable for well over adecade, and also the number of IMGs has leveled off after
growing by more

than 20,000 between 1986 and 1993.
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To get a better sense of whether the market isworking to regulate physician supply | looked
at three more recent market indicators, including the size of the applicant pool, underemployment or
unemployment, and changes in physician income.

With respect to trends in medical schools,
since 1994 there has been a 10 percent decline in the number of first time applicants; that is, individuals who
have not previoudly applied to medical school. Coupled with the decrease in the total number of applicants for
thefirst time in amost a decade, one can speculate that the data are beginning to support what we have
anecdotally heard for some time now; that individuals are choosing alternative careers to medicine in the wake
of an impending physician oversupply.

One of the most persuasive indicators of physician oversupply is physician
underemployment or unemployment.

In 1996, Safer and her colleagues examined recruitment advertisements for physiciansin seven well-respected
medical journas over a10-year period. They found adeclinein demand for physiciansin general and for some
types of physiciansincluding internists and pediatricians.

This slide shows some work that Miller and her colleagues were doing based on graduates
completing training in 1996. Specifically, Miller and her colleagues reported that 22 percent of graduates
completing training experienced significant difficulty finding positions compatible with their career goals.
While most resident physiciansindicated that they were practicing in alocation of their choice, amost one-
quarter were less likely to find employment in their most preferred locations.

Even more interesting is that while the majority of resident physicians obtained clinical
practice positions in their specialties or subspecialties of choice, 7 percent of all graduates who wish to enter

practice reported that they had not found professiona positions by the time they had completed the survey that
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Miller and her colleagues had administered between May and November of 1996. Of particular note, the IMGs
reported having the greatest degree of difficulty finding a position and also reported the highest rates of
unemployment.

To further assess whether market forces are operating | aso examined changesin physician
income. Other factors being equal, in areasonably perfect market a physician oversupply should create
increased competition which in turn may drive down the price of physician services. However, aswe can see
from the data, the median net income for physicians across most of the specidties and certainly that I've shown
up here and for avariety of others, have steadily increased between 1990 and 1996. Caution is needed,
however, in drawing any specific conclusions since characteristics of medical practice and individual providers
will impact direct compensation levels.

A physician surplus has obvious cost implications. Access and quality may also be affected.

I'm only going to address them briefly here since my colleagues will discuss them more fully in the next three
presentations.

With respect to cost, arising supply of physicianswill result in an increase in the number of
services performed, and several recent analyses have projected an increase in the growth rate in the national
health care expenditures over the next decade.

With respect to access, despite the abundance of physicians there has been little observable
change in the distribution of physicians or improvements to access to care for individuasin underserved aress.

Continued untargeted growth in the overall supply may do little to encourage physicians to migrate from
oversupplied areas to underserved ones.

However, it aso may be that the market is dow in responding to physician oversupply.

Certainly, that almost one-quarter of the 1996 graduates were not able to practice in their preferred location
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suggests that some redistribution of physicians from areas of high physician density or atrickle down effect, in
other words, may be occurring.

Quality of careisasoimportant. Oversupply may result in increased competition among
physicians for patients. In an effort to maximize productivity and reduce costs physicians may have lesstime to
spend with their patients. This may further lead to potentia problems with misdiagnoses or failure to fully
address patient's needs.

Alternatively, alarge pool may enable physicians to spend more time with their patients and
lead to more appropriate medical interventions.

In conclusion, | leave these questions for you to consider and to provide MedPAC with some
direction on how best to proceed. What are the implications on health care delivery and spending of an
oversupply of physicians? |Isthere amarket that influences supply? What effect to Medicare policies have on
physician oversupply? And what role should the federal government play in ensuring an appropriate supply?

I'll now turn it over to --

DR. WILENSKY:: | have alot of questions on this section. Why don't we open it up, unless
most of you have an objection, because otherwise it will be too long aswe go. Judy, go ahead.

DR. LAVE: A coupleof things. | think it would be useful to have some historical
background in here that sort of indicates how many times we thought we were going to have a physician
oversupply or undersupply, what the forecasts were and how off we were. That would just be very useful to put
it in context. Because | think if we had looked 20 years ago we would have said we were going to have one by

today, and we don't have one.
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So | think that to put it in some form of historical context to indicate how difficult it isto
actually make these projections that make sense would be helpful because we've been doing this forever and
we're awayswrong. We've been wrong every time, | believe, that we have done it.

| looked at these applicant numbers and | guess that I'm not convinced if in fact the number
of applicants increased between 1990 and 1991 and decreased alittle bit in 1997 to 1998 that that's really
indicative of very much. We gtill have ahuge application for physicians.

It looksto me asif it's avery desirable occupation and what everyone wants to put into that,
it would not seem to me that | would define that as sort of a decrease in the lack of attractiveness of the medical
profession, given the numbers that you're showing here. So I'm not convinced that that's an appropriate
interpretation.

DR. ROWE: Can | comment on that?

DR. WILENSKY:: Yes, | actually -- go ahead if you want on that particular issue. | also
have a comment on it.

DR. ROWE: | think that'sright. | agree with Judy. | think that there may be areductionin
the number of applicants that are applying but the excess of applicants over positionsthat are available is
probably the important quotient. It's still an extraordinarily selective procedure. 1'm glad I'm not applying
these days. It'svery, very, very selective.

DR. LAVE: But the quality ishigh. | mean, the quality going up, too.

DR. ROWE: That'swhat | mean. | can't speak for al med schools but our impression isthat
the quality is not softening at all of the applicants, people who are accepted or who matriculate.

So thismay be noise a alevel which iswell, well beyond the number that you would need to

impact --
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DR. WILENSKY': 1 think actually you might be able to even go farther. One of the things, if
you want to make the statement -- | agree with Judy's and Jack's statements that it's not clear we've got much of
anything here. If you want and try and see whether we've actually got something here, you at least need to look
to applications to business schools and law schools because thisis about the time when we also have some
declines in the cohorts of people, period, inthisage. So I'm not sure you're not looking at anything other than
the fact that we've had some slowdown because we have fewer 15 to 30-year-olds, which has lots of impacts
and probably the leading reason we've had some declinesin crime.

DR. ROWE: The other thing about this, if | can just go on for one second, there was an
implication that people are, or there's afeedback loop. That somebody read in the newspaper that there was a
physician oversupply so therefore they decided not to apply to medical school. Students make this decision
about whether they're going to be pre-med or not three or four years before they're applying, and | can't imagine
they go through pre-med and read an article in the Wall Street Journal that says there are too many doctors and
decideto go to law school. That just doesn't make sense to me.

DR. LAVE: And the other thingisthat | think that -- | mean, again thisis anecdotal, but |
think and it would be interesting to look at this, that if you look at the proportion of applicants to medical
school who have actually spent some time between college and medical school, that may be increasing, which
iseven less of an implication of feedback loop. | mention that because all my daughter's friends are all now in
medical school and they clearly are older and smarter and have had time to pick up the information. So I'm just
not -- | think we have to be careful about that.

DR. MYERS:. We have to be more than careful.

DR. LAVE: | think the issue on location not being first choice, I'm always sort of very

troubled about what to do about this. | mean, my first choice might be to be a professor at Harvard. There are
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very few professions for which in fact you said to somebody, you get your first crack at something and if you
don't we're going to use that as an indication that somehow or other we have an oversupply of something. |
mean, it claims to me that the market may not be astight asit once was.

But what you infer from the fact that | don't get my first choice -- and some of these people
arejust extraordinarily spoiled.

DR. NEWHOUSE: How many got their first choice in medical school?

DR. LAVE: Yes. | don't know how these are applied but if | think it's my God-given right
to get aposition in Palo Alto at $200,000 ayear and | don't get this position and | say | have difficulty. | just
think there's sort of a psychological discussion that goes on with respect to medical school students that we
would not even think about applying to isthere an oversupply of teachers, is there an oversupply of lawyers, is
there an oversupply of chiropractors.

So | think we have to be very careful about what you interpret for what in the past has been a
very spoiled profession. So | mean as an economist it sort of strikes me that we're looking at very strange
indicators of what would be a characteristic of an oversupply. Certainly one would expect that the market
would switch out. And we usually don't think of the supplier or the person in demand always having their first
choice.

So | think that the issues of underemployment, underworked, and income are reasonably
good indicators, more market indicators rather than some of these other things for which | think the evidence
that you put in front of meisambivalent, or | would say somewhat misleading in terms of indicators of an
oversupply.

DR. MYERS: It seemsto me that we should have trouble even correlating medical school

graduates at al to the issue of oversupply given our policies which facilitate significant entry into the United
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States of non-U.S. medical graduatesto fill residency slotsin our hospitals around the country, especialy on
the East Coast. So I'm not sure to what extent physician oversupply can and should be correlated with medical
school admissions and graduation within the United States. | don't think it makes alot of sense given the
numbers of people that are entering the country that are not U.S. medical graduates and the number that are
here that are not U.S. medical graduates.

So | don't understand why we're even concentrating on that. And we're going to get to that,
as| understand it, in subsequent discussions.

In addition, | would like to echo the issue regarding first choice and unemployment.
Unemployment as a physicianisachoice. It's not asentence. Y ou can work taking care of patientsin the
United States and | think that you could work in just about any speciaty. | would be very, very surprised if
there's a specialty that we could truly identify where you cannot work and take good care of patients and make a
very good living doing so, doing something that very important to this country and to the people that are in it.

So | don't know where these unemployment numbers are coming from or how we're defining
the work unemployment.

DR. NEWHOUSE: Could | ask about that? Because unemployment at the BLS numbersis
you are actively seeking ajob. Isthat what we mean here?

MS. WALTER: Yes, whether or not they've secured ajob. A survey was done by Miller
and Whitcomb for a period of over three years now. In thislatest set they actually asked graduates who were
training in residency programs
in 1996 whether or not they had secured employment over a period of six monthsiswhat they asked. It was
from May

to --
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DR. NEWHOUSE: But were they unemployed or were they residents that were looking for
ajob?

DR. CURRERI: Woody is absolutely correct. If you go to the rural areas you can get ajob.

DR. MYERS: Absolutely. Absolutely.

DR. WILENSKY: The problem that you'rein isthat these are people who were presumably
looking but they were only looking within certain geographic areas and were unable to secureajob. The
question | think that is fair and could have some comment isif you actually look at the questions and compare it
to other definitions of unemployment, to the extent it's comparable to say S0, to the extent it's not comparable.

| don't actually know for BLS statistics, for example, if you say you're unemployed, you're
seeking work but you're not seeking work where the work is, whichis| think the bottom line, you till are
unemployed. So | think you would be able in fact -- it'sa point that is worth mentioning that at the sametime
people are saying they're unemployed, it appears there are jobs in the speciaty but they arein less desirable
areas. So it's unemployed but with an asterisk.

DR. MYERS: We should not equate a carpenter trying to get ajob where there'sno
construction with a physician not having ajob in an area when there's significant possibilitiesfor ajob in
another areawith not necessarily that much mobility.

DR. WILENSKY:: But the samewastrue -- | mean we had during the early 1990s when
Wang went out of business outside of Boston there were alot of systems analysts and other highly educated
people who were reporting themselves as unemployed who, had they been willing to move to other parts of the
country, could well have sought employment. In a sense that there were pockets of high unemployment in
Californiaand in Massachusetts of highly skilled peoplein no way was said to not reflect unemployment in

those areas.
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| just think we ought to indicate, if we have better knowledge, that thisisadidocation or a
mismatch between interest and availability. But to the extent it is unemployed using standard definitions | think
we -- we just want to be sure we note that.

DR. MYERS: | agreewith that, Gail, but the distribution of sick patients, unfortunately, is
much more even than the distribution for a variety of other occupations. The point I'd like to just emphasizeis
that physicians can work if they'd like to work.

Then findly, the COGME estimates, with all due respect to COGME, | think medicineis
changing extremely rapidly and the kinds of things that we'll be doing in medicine five and 10 years from now |
hope and | believe will be very different than the kinds of things that we're doing today.

| don't know what the implications are for the supply with respect to the way that medicine
will be practiced post-human genome project, given the explosion in the opportunities to take care of patients
with diseases today for which we have very little effective therapy. So | would ask our fellow commissioners
not to read too much into the oversupply numbers because we really don't know, as medicine evolves, what the
supply issueswill become.

DR. WILENSKY:: Bill, if | can just interrupt, Ted had wanted to continue with this point.
Then after that | have Bill MacBain, Bill Curreri, Ted if there's anything further, Joe, and myself.

DR. LEWERS: Yes, thereis something further. But just on the supply, | think that we have
to be careful, Woody, that we talk about physicians as physicians that have finished their training to element of
training and having them go out into arural areaand practice or have an area that they can practice. Astothe
datathat | believe you're referring to, which is the data from the AMA that was published in September of this
year in which that was residents that were trying to get a position. We have tracked this over the years, and the

number of residents that cannot find a position is the 7 percent number that you're referring to.
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So you've got to talk apples and apples here. We're not talking about physicians who have
finished training to the point that they can go out into practice, but those that are looking for that first PGY year
and looking for aposition there. And that is not just on location. That is actually having a physician, and
overdl it's 7.1 percent. If we don't have thisreport, we'll get you copies of thisreport. | think thisisavery
interesting report, how it'slaid out.

So let'stalk about what is happening. We'relooking at 180,000 individuals in the pipeline
right now from the beginning of medical schoal to the end of training programs, and that includes M.D.s-D.O.s.

So we're looking at 180,000 people coming along here very quickly. So | think that thereis certainly an
indication that we do have an oversupply. And if we don't have it now, which | believe we do, then the datais
perhaps not the best way to track it, but at least it is a tracking mechanism.

I'll have other comments later, but | think just keep that in mind of what you're talking about:
aphysician ready to go out, finished, ready to do that practice element, even if it's one or two years and saying,
I'm going out. That's almost impossible today.

DR. KEMPER: Just aquick question, isthere atime trend available on these unemployment
figures?

DR. WILENSKY: No. There may also be -- can you make the information report available,
would you mind, to al of the commissioners?

DR. LEWERS: | think Sharon hasit.

DR. WILENSKY:: Great. Bill MacBain?

MR. MacBAIN: Just on that one point. It will be interesting if we can see how many of
them remain without positions say six months or a year later.

DR. LEWERS: That dataisin there.
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MR. MacBAIN: On physician oversupply, | think the conventional wisdom is based on a
time when physicians had more autonomy in determining what their fees were and what procedures they did.
The notion was that if you had more than -- unlike oversupplies of other sorts of supplier in a marketplace, if
you had more physicians they would simply charge more for their procedures and do more proceduresto try
and maintain an income.

Whether that was true or not, | think that's less true today simply with Medicare there's no
control over what your fees are any more, except to the extent that you can do something with coding, and with
commercial insurance, both with contractual fee schedules and precertification, there are other limitations. So |
think that may ameliorate some of the effect of oversupply on overall cost.

I'm curious about the COGME figures, and | haven't read that stuff in awhile. But | was
struck on the graph that you presented that the projected required supply of physicians for population remains
constant over a period of time when the composition of the population itself is changing, particularly in the
years following 2010 or 2011 when the first of the baby-boomers begin to become Medicare eligible by future
of their age. | wonder what would happen particularly if we extended that graph out past 2020 to about 2030
when we've got alarge chunk of baby-boomersin that Medicare bracket.

At the same time, looking at the effects of an increase in the oldest of the elderly, does that
really imply that the demand for positions per thousand population is -- that the actual demand supported by
clinical need is going to remain constant? Because | would have expected to see that drift upward asthe
population changed.

The third point is the notion that oversupply might somehow result in worse maldistribution.

I'm not quite sure how that's supportable. It did strike me that if IMGs have the highest frequency of not
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finding their preferred positions, IMGs are @ so the ones that are disproportionately represented in health
personnel shortage areas. | suspect there may be a causal effect that we might want to look at.

So the conclusion that I'm not sure that all of the things that we used to point to as being bad
about an oversupply of physiciansin today's context may be quite as much a concern.

DR. CURRERI: | wanted to make a comment on your first briefing paper here, specifically
on pages 9 and 10. | guessthisis probably perhaps just fuzzy writing and not fuzzy thinking, but you talk
about the cost and the implications of physician oversupply. And | guess we have to define what a physician is,
but a physician to my mind is someone who's licensed to practice medicine and surgery in any state. Asyou
correctly point out in your last chapter, in all but four states you can practice after one year of GME. So you
just need four years of medical school and one post-graduate year.

In fact, thisis not an unusual occurrence, for alot of reasons. Sometimes residents get into a
transitional position in the residency and when your two years are up they can't find another position. Others
get into aresidency program in amore permanent way with a permanent dot but find that they're not interested
in that specialty after two years, or the demands are too great, or the time considerations are too great, or in fact
they can't keep up academically and are asked to leave.

Now many of these people go out and practice in general practice. They go to emergency
rooms. They practicein emergency rooms. So | think you cannot equate physicians, as you have in the bottom
of page 9, with GME. Physicians, to control -- and | bring this up because to control supply of physicians you
really have to control the entrance into the first year of medical school. Because virtually everybody that
finishes medical school will be able to practiceif they want. Probably less than 1 percent go into aresearch

career.
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Now when you're talking about maldistribution of specidlties, then you need to talk about
GME programs. | think it's very important to keep these two things separate and not to equate GME with
oversupply of physicians --

DR. NEWHOUSE: What about the IMGs?

DR. CURRERI: -- because the two have nothing to do with each other, and not to talk about
maldistribution of the specialty mix as amedical school problem or of a physician problem, but that's a
graduate medical education problem.

DR. ROWE: Areyou saying that to control the number of physicians, we should control the
number of first-year med students? Because that overlooks the IMGs.

DR. CURRERI: No, if you go back to GEMINAC, what GEMINAC did when it came out
with itsreport predictive of atremendous undersupply of physicians, the federal government went out and gave
capitation grants to the deans to double the size of their class and encourage new medical
schools, 30 or 40 of them, to grow up. It wasafederal incentive to increase the number of first-year placesin
medical schoolswhich led to this"oversupply" if that's what we have.

DR. ROWE: Some people think the IMG problem led to the oversupply.

DR. CURRERI: Perhaps. But | can remember in
the 1970sin my school and every other school in the state, we all doubled our class size overnight because it
was very profitable to do so.

DR. WILENSKY: Which just shows you incentives work.

DR. CURRERI: 1 just wanted to make one other comment on the access on page 10. | think
it'sincorrect to say that Montana, |daho, and Alaska don't train physicians. Thereisa program there called the

WAMI program in which Alaska, Montana, and Idaho contribute very heavily to the University of Washington
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to train their physicians and send them back. So they have ataxpayer commitment and it's not quite accurate to
say that they don't produce any.

DR. LEWERS: A couple suggestions on where | think you might go and to try to answer a
couple of your questions. One of the areas where we are seeing these individual s that, as has been pointed out,
are having difficulty getting positions and where to go, does that have an impact on individuals going on into
specidties? If theresany datathat you can find about that. For instance, if aresident comes out of a program
and can't find another position, or can't find ajob, does that individual then go back and get further training, so
that they continue on and we exacerbate our problems with speciaties?

The effect of oversupply on cost, et cetera, the factors you pointed out, and when | think of
oversupply, | should have said earlier, | think we have atotal oversupply. | think that it varies certainly by
specidty, but some of the data that's coming out now indicates that we have primary care oversupply at this
point in time and yet we're till building new D.O. schools, which the mgjority of them till gointo that. Sol
think we have to somehow comment on that.

The other element of oversupply also applies I'm assuming. Craig, you've said that we were
going to talk about the nurses and P.A.sand all next month. But | think we just can't simply talk about an
oversupply of one segment of the health care community. We've got to include dl of that and | assume that's
what you're going to do.

The other question islooking at whether we can learn anything from international data. We
know that there are oversupplies, particularly in Europe and in some of the other areas, and can we learn
anything from that? What happened? What went on? The systems are different -- | realize that -- but whether

there's any data on that.
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Y ou ask about what effect do Medicare policies have on physician supply? | think you need
to expand that because it may not be Medicare even though that's what we're directing. But in thisareal think
we have to include a number of areas. What about our immigration policies? What about our underserved
area? I'mtold -- and | haven't been out and counted them -- but that Cook County has 5,700 empty beds but
till has 33 shortage areas and medically underserved areas. And there's a bonus that comes into some of the
training programs to get physiciansto fill those areas. So | think those policies have to be added on.

| think thisall relatesto the total picture, but | think these are more related to the supply
problems, although we'll be talking about that. What about the J-1 visa, for instance? Y es, they haveto go
back, but there are so many waivers and anybody who has any political pull can get a J-1 waiver and the
individual stays here. So should they go back? Should they be forced to go back? Should we still have
waivers? | think all of those are areas that need to be addressed when you start talking about supply.

DR. NEWHOUSE: I'd like to come back to your broad questions and echo some points that
other people have made. 1'm not sure I'm totally comfortable with the way you framed the first question, what
biases, if any, exist in the payment system that might lead to an inappropriate supply, et cetera. It seemsto me
that implies we know what's appropriate.

MR. LISK: No, it doesn't. | mean I'm not trying to say it does, and actualy part of it'sjustin
terms of just thinking about -- what | was trying to convey therein terms of just the questions for your thinking
was, thinking about what the education system, what the financing system, what the payment system might have
in influencing supply, specialty distribution and that stuff. And that's al that's intended to --

DR. NEWHOUSE: That's a different question than you've written down.

MR. LISK: But I'mjust trying to get your discussion in terms of thinking about them.
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DR. NEWHOUSE: But you could drop inappropriate then out of that question. Y ou could
say what factors exist in the system that affect supply, patient mix, et cetera.

MR. LISK: Sure.

DR. NEWHOUSE: That'savery different cast of question, | would suggest to you.

DR. WILENSKY:: Just accept framing that without the word appropriate.

MR. LISK: No, that's perfectly fine. Werejust trying to get your discussion and thinking
about that.

DR. ROWE: And having no trouble at all.

DR. NEWHOUSE: But then the question is, having identified the effects, what are we to
make of them? | mean, | can convince myself to my satisfaction that the subsidy to residentsin Medicare has
increased the number of IMGs and residents, as your numbers show. That then leaves us with a question of, do
we think that's a good thing or a bad thing? So dropping out the inappropriate is not --

MR. LISK: | have no problems with that.

DR. NEWHOUSE: Then I'm not sure what -- we're still |eft with the issue of, do we think
thisincrease in IMGsis agood thing, abad thing, or do we not care about it?

DR. MYERS: Wecare.

DR. NEWHOUSE: We care. Some of uscare.

| think the larger issueis, are we going to try to leave workforce issues primarily to the not-
so-tender mercies of the market or are we going to have a more de rigiste approach? For mysdlf, I'm on the
market side. I'm alittle like Winston Churchill, the remark about democracy, that the market was maybe the

worst thing, but better than anything else. | would suggest you might want to look at -- there's an exchange the
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John Eisenberg and Uwe Reinhardt had at PPRC that they then decided to write up an inquiry where they took
two sides of that issue and you might citeiit.

In terms of, however, the overall supply, | would emphasize what Judy said, that we seem to
have asingularly poor batting average for making pronouncements here insofar as we can detect it. | think one
of the reasons for that is a point that Woody aluded to, which is all of the projections that we've madein the
past -- thisis the National Health Manpower Commission that Bill Curreri referred to that said in 1968 we had
ashortage, and GEMINAC in '79 that said we had a surplus.

They basically al took the technology of the day asagiven. And if you look at what has
happened over time, | think you can't fail to be impressed with the number of new procedures and other
activities that physicians can do. 1n 1968, we basically didn't have, for example, angioplasty, and dialysis was
kind of agleam in Seattle -- alittle bit more than that. I'm with Woody. | think it's very hard to know what's
going to happen in the future.

But | think that doesn't -- there's some other reasons that are involved with Medicare'srolein
GME, certainly on the indirect cost. But that's a somewhat different set of issues than the overall supply of
physicians.

DR. WILENSKY:: Y ou aso have the probably singular misfortune of having two people
sitting up in front who have done some research in these areas that you're talking about. And since I'm one of
them let me -- | think the point that | was trying to make and there's one article cited. Lou Rossiter and | did a
series of five articles on thisissue of how numbers affect cost.

Basically what we were finding, even 15 or more years ago, Bill MacBain, isin support of
what you're saying now, although I'm sure what you have said is amuch stronger phenomenon now, which isit

wasn't numbers per se that would drive expenditures; it was the insurance that people had that would drive
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expenditures in terms of having the relationship between supply of physician and spending. | suspect that's
even much more true now than it was in the late 1970s.

What it suggests, and it really goes to Ted's point about what we can learn from
international. | think that including information will provide perhaps some interesting background. But
because the impact on spending is so dependent on the insurance arrangements that in fact the answer is
probably won't learn very much because our reimbursement systems are so different from Germany or Canada
or the U.K. that the implications of surpluses and shortages relative to other pointsin time has very different
effects.

But | do think that the concerns about numbers per se driving up spending isreally not, at
least what we were finding. What we were finding was that it was very sensitive to both the health care needs
of the individual and even more so to the insurance that individuals have. Given that that's changed so much, |
think that any concerns of driving spending just because you have increases in numbers of physiciansis even
lesslikely than it wasin the last 1970s and it wasn't very likely then.

But it raises the additional issue that we'rein flux now in terms of organizational structure. |
guess to go back and raise the point that both Judy and Woody have raised, which islooking at projections that
base requirements on numbers per population -- | mean, it was hard not to smile when you said, assuming
managed care becomes the dominant organizational structure in the future.

Wéll, | think that the most interesting thing right now iswe have not settled on what our
future organizational structure. | don't think it's going to be ala carte fee-for-service medicine. But whatever it
is, it's not exactly where we've ended up right now. And that whole organizational structure, if it's some mix of
much more consumer involvement, some at-risk plans that marries physician practice management with at-risk

companies that pair with hospitals. | mean, | don't know what it's going to be.
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But the only thing | think we can say isthat it appears that we haven't found it yet. | think it
makesiit, again, highly risky to look at projections based on an organizational structure that might have beenin
place
in1988. Infact, | think you'll find our batting average has been really poor in terms of figuring out what we'll
need at afuture point in time.

MR. MacBAIN: A couple of points. One, to get back to Joe's comment on the market being
the worst possible way of allocating resources except any other way which | think -- | mean, that's how we do
it. If you looked at how we deal with pockets of scarcity of physicians, health professional shortage areas, we
rely on attractive forces such as loan forgiveness and cost-based reimbursement to organizations that
physicians practice in and so on.

But also we rely on sort of a push out from areas of oversupply. Anything that pinches off
the pipeline that's creating that oversupply is going to reduce that economic push. While it may result in some
improvement in some other collateral consequences of oversupply in metropolitan areas, it's also going to be
expressed in making it more difficult to deal with professional shortages in both urban and rural areas.

So | think we need to look at that in this whole concept of physician oversupply. Even if
thereis an oversupply in aggregate, that oversupply still isn't great enough to push enough people out into
health professional shortage areas to solve that problem. So by solving whatever problem there isto the
oversupply in aggregate, we're making the maldistribution problem more intractable.

DR. WILENSKY': Joe asked to comment on that point, then Alice, then Judy.

DR. NEWHOUSE: | have an aversion to the trickle down word. 1'd like to use spread out.

| agree with the general concept of the push, but the concept of trickle down implies that we kind of fill up the
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metropolitan beaker and then alittle few drops spill over into the non-metropolitan beaker. Infact, if you look
at the data it's much more a spreading out, which fits the concept of the general push.

MS. ROSENBLATT: | have acouple of comments that may be naive comments because |
don't know too much about this particular subject. Just some suggestions on areas for research. Oneisthat
most managed care plans have ratios of primary care physicians per 100,000 members, specialists per 100,000
membersand | don't know if that -- | mean, particularly since there's already some work going on to survey
managed care plans about methods of reimbursement.

If at the same time some data could be collected on those ratios which could then be used for
comparison, particularly if we could categorize the managed care plans into narrow access versus wide access,
that might provide some sort of range and just a benchmark.

The other thing isin terms of the geographic supply. Managed care plans and employee
benefit consultants and brokers use a software program called GeoAccess and that actually maps primary care
physicians within X number of miles, and you can set the parameter, and certain category of specialists within
X number of miles. Again, it might beinteresting to talk to some employee benefit consultants and brokers and
find out when they use this software what ratios are they looking for, and what in fact is out there.

The other thing to me is, when we're using measures of per 100,000 popul ation the needs of
the under-65 population for care are very different than the needs of the over-65 population. So if we could
change the measurement and look at per 100,000 of over-65 and per 100,000 -- you know, separate it that way.

Because again, | think that a Medicare risk plan is probably looking to recruit physicians into a network using
per member, which in that case means per member that is over 65. So that might again give you some

segmentation of the population.
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DR. LAVE: | had sort of three comments which really are based on some of the other ones,
one of which isaconfusion | had in reading that paper. That is, why an oversupply of physicians who are
looking for jobs could lead to a deterioration in the quality of care? | would have thought that it would have
been the other way around, because they would have more time or -- | mean, | found it confusing, your
arguments. | liked the second one better. And | couldn't quite follow it.

It seemed to methat if I'm going to be working shorter then I'm going to be exacerbating the
problem even more. | just found that alittle confusing.

The second issue has to do with --

DR. WILENSKY: Do you want to have somebody respond to that?

DR. LAVE: Yes, you can respond to it, why it would lead to a deterioration in the quality as
opposed to an improvement in the quality?

MS. WALTER: | think that there were two arguments that | made in the paper and that have
been cited over and over again. There's the one argument that increased competition for patients are going to
result in people spending less time with their patients because they're fighting for more and they want to --

DR. LAVE: Butyou see, | would think if | was fighting for more patients that everybody is
going to have fewer patients and you would fight on a quality issue.

MS. WALTER: | think that the cost -- these are just the arguments that are posed, that the
costs will go down because of the competition, so you need actually to see more patientsin your practice, so
you're spending less time with them. But | did present the other argument and that we've heard alot of, which
iswhat you're arguing, is that because there are so many physicians that it may be that they do have that
opportunity to spend time with the patient because there are indeed fewer of them.

DR. WILENSKY: And also an attempt to try to differentiate themselvesin some way.
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MS. WALTER: Absolutely. To talk with them and --

DR. LAVE: You may just want to reverse them because usualy the one that comesfirst you
think is more important than the one that comes second. Theoretically, if they are going to see more patients,
less per patient, the problem then gets worse, right, when we have more physicians than we need?

MS. WALTER: Yes.

DR. LAVE: The second issue hasto do with the forecasting of the future, whichisreally
where we are and | think you've heard a sense among us that it's very difficult to do, which doesn't mean to say
that you can't look forward. And one of the words that we haven't heard in here, and it might bein here, is not
only the genome project but also telemedicine, which clearly is going to change the whole aspect of carein
rural areas.

Thirdly, and Joe, | wish you'd pick up on this as well, which hasto do with sort of the
shortage area. My understanding is that the shortage areas continue to be shortage areas in spite of the fact that
the number of physicians per capitain those areas continuesto rise. So in some of those areas where we have
shortages we al so have problems of increasing physicians. | think the other concern that one hasis that
whether or not it's a shortage area, but whether or not there was a market problem, because if nobody can pay
for care, why would people want to go?

So | just sort of again come back to some of the confusions that we have in terms of trying to
use economic concepts like -- shortages and surpluses are often very different in the health care area than any
place else. Because you know, traditionally in Economics 101 if | have a shortage | expect the priceto rise.
And we observe these areas where in fact we have shortages and the prices are slow because there isn't any

demand for care because people are impoverished.
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Another issue which is the same issue, and this came to mind is that we talk about
professions in shortage and yet they are the ones that tend to have the lowest incomes, again which tendsto be
not exactly consistent with an economic model. This came to mind because of something that you pointed out.
One of the things -- and | think we have to try to be consistent in the way that we think about thisin the report,
and it might be helpful.

Because for instance, in part of the report you keep talking, but we have this problem with
maybe we don't have enough primary care physicians. And we're going to come back to thisissue because |
think wereally do have to talk about the nurse practitioner issue before you address the primary care physician.

But you then looked at this problem that said, | did this study and | found that the demand for
internists in the articles was down. Now somehow or other, it's going to be difficult in one chapter to say,
there's an oversupply. | havethis problem. Theindication isthat the demand for internistsis down. | know
what you're going to -- and then in the next chapter we're going to be saying, and we have a problem with the
primary care mix and general internists.

So | think we have to be very consistent about -- and we may want to even have a section
that talks about sort of the confusion, or problems with sort of using these terms and looking at sometimes what
the market -- that our rhetoric and the market signals often go in opposite directions. | think it might be useful
to point that out.

MR. LISK: What | wanted to actually say is| think you may want to present some of the
other information because alot of the issues people are touching on are going to be discussed in some of the

other presentations for this morning.
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The other thing too in terms of the papers, the papers are works in progress and are not
necessarily specific chapters at this point. So they're more of discussion documents for you to help us decide
how we're going to shape the final papers when we talk about this.

One of the viewpoints, at least in the initial discussions providing the datain terms of the
facts of the data that we have on the different pieces here in one section, and also though talking about some of
theissuesthat alot of you are bringing up here in terms of the some of the quandaries that you have in terms of
talking about physician oversupply or not, and some of those, and eliciting some of those discussions there.

So there's going to be some reorganization of what comes on in terms of what's going to be a
final product that we produce. So | want to --

DR. LAVE: I'djust like to say something.

MR. LISK: So any ideas you also have dong that line is helpful.

DR. LAVE: | hopethat you consider all these comments as very helpful criticism because
we really -- if we spent al the time praising your work we wouldn't get on to being able to help you out.
Periodically we sort of jump in all these criticisms without indicating in fact that if we hadn't had such an
excellent piece of work in front of us we wouldn't have been able to comment on it and try to make it better.

MS. WALTER: | think in some regards | think they are alittle bit schizophrenic, but the
intent was redlly to try and say, on the one hand, the datais saying this, but on the other, thisiswhat's
happening, as you had pointed out. So | think you do sort of get that sense of schizophrenia. But it was
intended to be more even-handed to try and give you afuller picture.

DR. WILENSKY': Gerry, do you want to comment at this point?

MR. SHEA: 1'd be happy to hold my question. | just will say that I'm sorry to see that the

commissioners don't have any strong opinions on this question.
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[Laughter.]

DR. WILENSKY:: Dr. Rowe, would you like to speak now or wait until the next session?

DR. ROWE: My need to criticizeis under excellent control. 1'll hold for the moment.

DR. WILENSKY:: Craig, the next session.

MR. LISK: Susanne and Deborah will both talk about the specialty distribution.

MS. WEINRAUCH: First we will review the actual and projected supply of generaists and
specidist physicians. Well discuss evidence of how the market is working to control the supply and demand of
primary care physicians and specidists. We'll go over some factors which may affect the supply and demand
for physicians, and some implications for federal workforce policies. And we'll summaries with the basic
issues.

Primary care is person-oriented and addresses the majority of health needs including
physical, psychological, and social concerns, whereas, specialty careis more disease oriented and organ
specific. Primary care focuses on health promotion and disease prevention, and speciaty care focuses on the
concentration on area of specialty.

By primary care we mean family practice, internal medicine, pediatrics, and Ob/Gyn. The
length of residency training isthree to four years. Speciaty careincludes al other fields. One can apply for
residency specialties during their senior year of medical school or they can apply during residency for a
fellowship position if they choose to subspecialize. Residency specidlty training are for three to five years, and
fellowship training is one to four years after completing aresidency in primary care or general surgery, whichis
fiveyears.

This graph comes from COGME in 1996. Basically the upper two lines are specialists and

the bottom two lines are the generalists. They projected the requirement in
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the 21st century to be 60 to 80 per 100,000 and their requirement for specialists to be between 85 and 105
per 100,000. According to their projections, in the 21st century we are meeting the requirement for generalists
but we have an excess supply of specialists.

There are really only two aspects of Medicare policiesthat differentiate between primary
care and specidty care. Hospitalsreceive 6 percent higher payments for primary care residents than for
residentsin other fields. Payments are reduced to one-half FTEs for residents training in a second specialty
after completing their first board eligibility program, after five years, or after whichever is shorter.

The jump in resident specialistsisrelatively recent. Theincrease in the number of residents
training in specialty fields as compared with primary care began in the early '80s. In '81 there were more
primary care residents than specialty residents. With the exception of Ob/Gyn, there has been agenera
upward trend in residents training in the primary care specialties. Pediatrics has remained basically unchanged
between '96 and '97, and Ob/Gyn has been decreasing since '93.

When you look at selected subspecialties you see amixed picture. Emergency medicine, and
geriatricsto alesser extent, have both increased. Anesthesia has been the hardest hit in terms of declining
number of residents. We also see adlight decreasein cardiology training. General surgery has been more or
less constant since '80 and has decreased to alesser degree over the last few years.

DR. WILENSKY: Do you have any ideas, Susanne, if you were to plot nurse anesthetists
along that anesthesiology line, what it would look like?

MS. WEINRAUCH: | don't.

DR. WILENSKY:: Just to get back to some of the conversation that these are difficult

discussions to have in isolation.
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DR. CURRERI: | think also thisis one area where you do have to take the nurse population
in because the nurse anesthetists have taken over alot of the area.

DR. WILENSKY: Yes. Sorry, go ahead.

MS. WALTER: If you didiked the first part of the presentation, you're going to hate what's
coming up here.

[Laughter.]

MS. WALTER: There are some recent trends suggesting that market forces may be working
to correct the specialty imbalance. As Susanne pointed out, there appears to be ageneral increase in the
number of residents in primary care and an overall decrease in the number of residents training in subspecialty
disciplines. The most pointed example is the sharp decline in the number or residents training in some of the
hospital-based specialties such as anesthesiology.

As another example, some recent data show that 37 percent of resident physicians
completing training in hospital-based specialtiesin 1996 experienced difficulty finding a practice position.
However, there was al so significant percentage of graduatesin primary care residency programs who were
having just as much, if not more, difficulty securing a position in their field than are graduates in some specialty
residency programs. Asyou can see from this dide that 23 percent of internal medicine residentsand 17
percent of pediatric residents reported significant difficulty finding a position.

DR. NEWHOUSE: Should | understand that they completed on June 30 and the survey is
done between May and August?

MS. WALTER: Yes, so some of these -- they did three sort of rounds of asurvey. They
needed to try and at least establish some baseline or contact with the actual residents before they left training.

So that happened in May. Then they did subsequent follow-up mailings between that time, May, and actualy it
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went up to November. All the responses that you see here are up to November iswhat was included in the
data. Sointotal it'sasix-month period.

Even moreinteresting is, among the 31 specialties reviewed by Miller and her colleagues,
internal medicine ranked sixth behind the subspecidties of hematology, pathology, and the others that you see
up here in terms of the percentage of graduates who did not have a position upon graduation. These results
suggest that market forces may be limiting opportunities for newly trained internists. It also suggeststhat the
system may be less able than it once was to absorb the additional number of physicians.

Another recent market trend is the resurgence in the number of allopathic medical school
graduates interested in primary care specidties. The percentage of graduates planning careersin the primary
care specialties has increased steadily from alow of 17 percent in 1992 to 44 percent in 1997. Among the four
specidties, family practice has experienced the greatest gain, from 9 to 24 percent as of 1997.

While there are many factors that influence specialty, and obviously we've talked alot about
those, I'm only going to address two of them. Oneisthe dramatic rise in the projected numbers of non-
physician clinicians. | will refer to them as NPCs. That rise has been from 228,000 in 1996 to a projected
384,000 by the year 2005. They will likely have a significant impact on the future need for physician services.
These groups are typically performing services that were once considered to be exclusively within the domain
of physicians.

There was a so some evidence that HMOs are increasingly substituting some types of NPCs
for residents and even for primary care physicians. The sheer volume of NPCs expected to graduate over the
next decade is expected to have the greatest impact on future demand for primary care physicians.

Our country isaso aging rapidly. Itisprojected that by 2030, one out of every five

Americans will be over the age of 65. In addition to longer lifespans, the nature of illnesses are changing.
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People are now living longer within disabling chronic conditions, primarily as aresult of medical advances,
surgical interventions, and pharmaceuticals. With our aging population, it is expect that the elderly will require
more care services from specialists.

What are theimplications for federal workforce policy? Asyou can see here on thisdide,
Veterans Affairs, the Department of Defense, state Medicaid programs, and the Public Health Service
contribute approximately $2.5 billion in support of residency training, or
approximately 25 percent of all federal support. By striking contrast, Medicare alone contributes $7 billion,
or 75 percent of federal support, for its share of graduate medical education costs.

Ironically, while Medicare's contributions dwarf the contributions made by these other
federa programs, it does so without any clear objectives. This markedly differs to workforce programs such as
the Public Health Service that has specific uses for its outlays for graduate medical education.

Although Medicare was never intended to be used to set workforce policies, it hasa
tremendous impact on how programs are structured by virtue of the money it poursinto the GME system. If
Medicare continues to fund a surplus of physicians, it may be useful to assure that the financial support is
targeted in amanner that compliments the specific objectives of some of these other federal programs, or at
least istargeted in some more purposeful way to effectively serve the health care needs of our nation.

As an example, the American Geriatric Society has recommended that all health care
professionals, physicians, nurses and others, need adequate training in geriatrics, including end of life care and
palliative care.

In another vein, with new techniques and advances in technologies, providers are increasing
able to perform specialized procedures in an ambulatory setting rather than in an inpatient setting. Today, the

critically ill or dying represent a smaller proportion of the practice. Conditions and diseases that were once
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common in the hospital setting are increasingly being treated on an outpatient basis. Typically, most patients
enter the hospital with adiagnosis, treatment plan, and predetermined length of stay.

However, hospital focused payments may not provide incentives to providing training and
education that is most appropriate. Historically, hospitals have received Medicare payments so hospitals have
been the sponsors of graduate medical education. This may influence the content of training. By comparison,
specidty groups that could potentially sponsor graduate medical education training in more appropriate settings
cannot currently receive payments for doing so.

DR. WILENSKY:: Your chair and vice chair, by the way, would like to recommend that
economics also be part of the requirements here.

DR. ROWE: | thought you were interested in content?

DR. NEWHOUSE: We have atextbook recommendation.

DR. ROWE: See, incentives work.

[Laughter.]

MS. WALTER: Just in summary, with respect to specialty mix there are four basic
questions that we seek the Commission's input on.

Number one, are the incentives in the financing and training system that bias specialty choice
decisions? |Isthe market effective in determining the appropriate speciaty mix of health care professionals?
Should Medicare and other federal programs exert more explicit influence on specialty mix? And finally, does
the current GME financing system influence how and where residents are trained?

DR. ROWE: | have acouplethings'd like to comment on here. | appreciate this very
much. | think that my point of view would be that it would be helpful to focus this area of discussion, sinceit's

part of our report on GME, more on the Medicare population rather than some of the general workforce issues.
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| don't know if we have more doctors than we need or not, but | think we have the wrong ones when it comes
to taking care of older people, which iswhat Medicareis, | think, about in part.

| think that with all due respect to my colleagues in the American Geriatric Society, | think it
would be good to focus more on what the Institute has had to say about this. There have been three very
detailed reports by the Institute of Medicine in the workforce issues in geriatric medicine over thelast 10 or 15
years. One, the Beeson report was the first one, then there was another one in the middle, then there was John
Benson chaired the |ast one.

| think that these reports really focused on how many geriatricians are needed for X number
of older people. Assomebody said, rather than 100,000 of the general population, how many are therein the
pipeline? How many do we need? What do they do? Do we need them at all, et cetera? | think those
workforce projections might be appropriate.

This material, it does not include any mention of geriatrics. It'samazing. | mean, there's no
section on geriatrics, and thisis Medicare. Now geriatricsis mentioned. | want to be fair toyou, itis
mentioned. It's mentioned as a subspecialty along with otolaryngology and a couple other things. | know I'm a
geriatrician and you can discount all this, but it's not a subspeciaty. It's asuperspeciaty.

Wetake internists and family practitioners and we train them in psychiatry, urology,
orthopedics and other things about old people that they didn't learn when they did their residency in internal
medicine or family medicine. Geriatricians are the only people in the United States trained specificaly to take
care of the needs of Medicare beneficiaries. All their training is focused on taking care of the needs of
Medicare beneficiaries.

So it seemsto me that if that's true, there might be room in the report for some comment

about workforce with respect to that, and | think the |IOM isan areato look at.
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| guess the other thing | would say isthis second piece, which is what you said about the
American Geriatric Society, has to do with the curriculum of -- and thisis where Gail and | disagree -- but |
may be able to trade economics with her for geriatrics.

The curriculum piece -- and let me tell you what | think people mean by that. That is, my
mother is 89 and if she has a hip fracture, which | hope she doesn't, | want the anesthesiologist to understand
how to anesthetize old people. | want the orthopedic surgeon to understand something about old people. |
want the guy in the ICU to understand something about old people so they shouldn't get too much medicine or
the wrong, et cetera, because all people aren't the same.

So | think that's the content piece that | would like to see somehow our incenting so that the
Medicare beneficiaries who go to doctors get accessto that kind of informed care. So there are the two pieces
of it. Oneis, do we need geriatricians? What do they do? How many do we need, if any, et cetera? Which |
think the |OM has an objective view of as opposed to the AGS, so we should look at that.

And the second is, how do we get this other piece of informed capacity into the general mix
of health professionals?

Thank you.

DR. WILENSKY:: Let mejust make acomment in all seriousness about this issue about
curriculum and textbooks. | think it is perfectly appropriate for the Commission to indicate concern about the
lack of sufficient training in areas like geriatrics or in treatment of palliative care or care of the dying, and
concern about whether enough time is being spent in the training of physiciansin general in these areas or
physicians that are specifically being trained to take care of these areas.

We can do what the commissioners wish in this area, but to go beyond that and to try to

specifically survey which textbooks and curricula are used, and whether or not we think that there needsto be
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specific changes as opposed to flagging that thisis an area that people who have expertisein this, either as part
of the accreditation process or a part of the training process, need to give more time, and we can do what we
wish. Except for, Jack, it has been my sense that, and perhaps Susanne, that both among the staff and among
the commissioners we do not ourselves have much in the way of expertise in terms of what curriculaand
textbooks ought to be. Soit'sreadlly that.

DR. ROWE: | accept that, Gail, and | appreciate the chance for you and | to discussthisfor
aminute. I'm not recommending that we be specific with respect to the curriculum materials or something like
that. | think there are other bodies who can do that. So | don't want to be misunderstood to think that so-and-
so's textbook or so-and-so's --

What | am saying though, which | think isfair, isthat we're trying to help HCFA be a
prudent purchaser, and one of the things we purchase is health care for older people. One of the other things
we purchaseis GME. And if we're going to be a prudent purchaser and we're going to purchase GME that's
going to improve the access or the quality or whatever of health care for Medicare beneficiaries, then it
wouldn't be abad thing for us to say, we think there should be an emphasis on this or that. Welll leaveit up to
some other body to say how to teach palliative care, or how to emphasize geriatrics.

But it's our responsihility, | think, as the Medicare Payment Advisory Commission to be
prudent purchasers of al the products we purchase. 1 think it's our responsibility to make sure those products
help Medicare beneficiaries. So that'sal I'm saying.

MR. SHEA: I'm atrue amateur so | probably shouldn't venture into these waters of
curriculum and so forth. But | want to just --

DR. WILENSKY: Wadein.
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MR. SHEA: | won't go asfar as Jack about commenting on the wrong physicians. He
actually told me he has alist, by the way, of the wrong physicians. He may or may not reveal it later.

[Laughter.]

MR. SHEA: But it does seem to me that for $7 billion that someplace in thisandysis, in this
discussion and certainly in the report we ought to be commenting on whether Medicare is getting the right set
of professionals for the beneficiaries, and is there something that should be done about that if it's not right. |
don't know how far we want to go into this, and | know our mandate here is to make comments on the financing
question in regard to broad -- part of which is abroad physician supply.

But | do think that, at least from my interest, | think that it would be very important for usto
make some comment that might be useful in thisarea. I'm not sure again how far we should or even want to go
inthat, and | don't think it's to textbooks certainly. But are we getting the kind of services and the kind of
preparation for the services that this population needs to me, | think, is something that we absolutely should be
commenting to.

DR. WILENSKY': In continuing our pleas for more accurate terminology, | think it is not
appropriate to look at $7 billion of monies for training and are we getting our money's worth on that training.
Thefact is we spend about $2.5 billion on direct medical education. It is absolutely appropriate to say, are we
getting our money's worth for the $2.5 billion in terms of training the kind of physicians that we need for
Medicare?

The other pot of money, which we can either question its basic function and continuation is
for indirect. Itispresumably reflecting increased costs that hospitals have in terms of providing care to
Medicare beneficiaries as training ingtitutions. We can make any sort of statement about whether or not that is

appropriate for the future.
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But it just seemsto me -- | mean, we might decide we'd rather have $7 billion going to
purchasing the kinds of physicians or training the kinds of physicians we want. But when we use the prudent
purchaser concept, it strikes me that that really is appropriate as an issue with regard to direct medical
education expenses and that the indirect just hasto go along a different line, which we can either say is
reasonable or unreasonable to continue in the future, has no place in the future, whatever we want to say. But |
really don't think to put the $7 billionin asingle pot isright. | think it just mixes apples and oranges.

MR. SHEA: | redlized when | said that $7 billion was both direct and indirect, and | don't
disagree with there's a very distinct separation that should be made here. But even at $2.5 billion I'd say thisis
asignificant question.

DR. WILENSKY:: I'd accept that, absolutely.

MR. SHEA: I'm only making the point that | think that we could easily, and maybe even
very usefully, comment on the financing question: isthis money have a positive effect, a negative effect, a
neutral effect, the right effect, the wrong effect on physician supply generdly?

The point I'm making isthat | think we have aresponsibility in our role on behalf of
beneficiaries to say, beyond that question, isit having the right effect in terms of the present and future needs of
this population?

DR. WILENSKY:: | would even put that as the first question.

DR. CURRERI: | am continually troubled in this discussion by the kind of artificia division
that we make between "specialists' and primary care doctors. The reason | say that is because, particularly in
the rura areas there's an enormous amount of primary care delivered by what you're calling specialists that we

assume are giving no primary care. Even in the smaller metropolitan areas, there'salot of primary care
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delivered by cardiologists, gastroenterologists, et cetera, and in the rural areas much of the primary careis even
given by general surgeons where thereisanot very large contingent of physicians for the population.

| just wonder if there's any data available, because we're not really talking about whether
they're primary care physicians versus specialist physicians. We're talking about primary care versus
specidized care. And | wonder, for instance, a geriatrician | would consider myself aprimary care physician
for the most part but they're lumped in with the specialists here.

DR. ROWE: That's because they take another residency after thefirst one.

DR. CURRERI: Right, and that's the same thing with cardiologists and with pediatric
hematologists and whatever. And | think alot of primary care is delivered by these people. Arethere any
studies that suggest how we can factor that in?

DR. NEWHOUSE: There'san old study 20 years ago by Mendenhall that buttresses your
point.

MR. LISK: Part of theissue therein terms of the policy debate that you'd have though on
that issue though isin terms of Medicare in terms of what it's funding in terms of what is the efficient use of
resources of Medicare funding, for instance, or the federal government's funding. Because we could train
everybody in specialtiesto do also primary care, but that's part of the debate you need to have in terms of this
discussion.

DR. NEWHOUSE: Craig, | think the point is the numbers you're showing us aren't helping
us then come to a conclusion.

DR. CURRERI: That'sright, that's what troubles me.

DR. WILENSKY': But | don't know you can do anything about it.

MR. LISK: I'm not familiar with --
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DR. NEWHOUSE: No, I'm not sure you could do much about it.

DR. WILENSKY:: Other than just comment and when you present it --

MR. LISK: Yes.

DR. LEWERS: Along the samelinesthat Bill is speaking of, the AMA introduced a
program two years ago, we talked about | believe once before called primary care but also principal care,
directed more at the HMO industry and trying to get away from this gatekeeper concept, and that the principal
careisbasically dealing with a specific problem and working with the primary care physician.

For instance, diabetics do better if they're treated by a diabetologist. That's principal care.
Soit's an area that we might want to think about too as we begin to get into areas that Bill is getting into.

I've got a specific question in the paper, but the other area you talked about, physicians
finishing their training and not finding a place to go. Having tried to recruit physicians, one of the major areas
in recruiting a physician is not whether the physician wants to come and would be challenged, it's whether the
family wantsto go. So there have been physicians that are available but the family doesn't want to move into
that area. So these are complex problems. It's not pure and simple recruiting.

In your paper, thisis the paper on the specialty mix, primary care, speciaty, on page 7 there
is a statement, an example you give, and I'm just curious if you have any information on why. It saysthat in '94,
67 percent of residents started in their training in primary care but by '96 only 38 percent completed the
training in the discipline.

Do we know why that occurred? Isit because they went into specialty areas or flunked out
or what?

MR. LISK: There's acouple things that happened there. Oneisthat people start off in

what's considered -- part of it isreally to get a picture is when you see someone enter it doesn't say what the
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final output is going to be, because people enter primary care positions which are one-year positions before
they enter anesthesiology and some other types of specialties, for instance.

So when you finally get down to what the output isit ends up -- then people subspeciaize
into cardiology and those things, internal medicine, pediatrics, you get down to about 38 percent in '96.

DR. LAVE: Thisactually goes back to a conversation two people ago, and I'm sorry | didn't
get in then. Thishasto do with theissue of -- | think it's an important issue for this report and that is, if we
address the graduate medical education financing as aMedicare issue, or if we regard it as afederal issue, |
think we may come to different answersif we put it in that particular way.

So we've heard some conversation here, as Medicare
asapayer, are we doing theright thing? That would imply that the ideais that we're going to continue to do
this through the Medicare program.

But if we're supposed to think more broadly, | think we have to change the focus of the
question about -- and we may want to be very clear about this. That one may think about thisissue differently if
one was thinking of thisissue as a payer, or if one was thinking about thisissue as afederal responsibility. And
you may not want to do it as a payer and you may want to have a broad, general policy.

And | think it's a bind for us because we're the MedPAC commission. But on the other hand,
thisis supposed to be a general report on graduate medical education. So | think we have to keep that straight.
And | have to confess that this point is raised to show that we can all be lobbied by going to atalk given by a
pediatrician who was pointing out how there is no sort of federal payment source that gives money to pediatrics

if you'rein achildren's hospital.
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So that was one of the thingsthat it did lead me to reflect that in our report anyway we have
to be definite about are we talking about Medicare or do we want to talk about federal payment policy for
physicians?

DR. WILENSKY: My understanding is that we are both entitled and probably should raise
this from both perspectives. That is, our perspective as a payer isthis. We think, to the extent people care
about our opinion in this matter, that with regard to broader federal policy, here'sarole. And | think it's
obvious, since people have raised this point, appropriate to say that if we were making a change, we're very
concerned about the sequence in which achangeis made. So that we might think the better mix would be to
have Medicare doing one thing and a different from current role for the federal government, but we would
recommend that the change not occur until the federal government --

So that we certainly are entitled to be careful of saying, if we want to move some things that
are now done by Medicare to abroader context of the federal government, that we would like the move to only
occur when the federal government has picked up the other piece.

DR. ROWE: Can| just respond to this, because | gave the apologiafor focusing on the
beneficiaries of Medicare? | accept thisfully. | think that if would be appropriate for usto look at it from two
points of view. But even if you moveit out of this program -- and | gather the legislation indicates that should
be done when a better place isfound for it, or whatever, as we discussed last month or whenever. If it's moved
out in part or in whole of this program to something else, that wouldn't mean that Medicare beneficiaries, who
are still people who use 25 percent of the health care in the United States, wouldn't ben an appropriate group to
be focused on, amongst other groups.

DR. LAVE: | concur.
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DR. ROWE: Sol think that it doesn't erase the interest, it just doesn't focusit quite as much
or solely. But | think it's a perfectly reasonable way to talk about --

DR. WILENSKY:: It also could be that we recognize a reduced and diminished role for
Medicare, per se, adifferent or bigger than current role for the federal government, and that again, we're just
concerned about the sequencing. Now we don't have to make those conclusions, but we certainly could do that
and be consistent with what our charge has been.

DR. NEWHOUSE: Let me agreefirst with Judy'slast point. It'sfunny | was also lobbied by
the children's representatives.

DR. WILENSKY: Aswasl|.

DR. ROWE: Aswasl.

DR. NEWHOUSE: That clearly pointsin the direction of some kind of general revenue
responsibility. | was going to come back to Jack's point about geriatrics and the bullet on the dide that said,
should Medicare and other federal programs exert more explicit influence on the specialty mix.

First some observations about if we'd have been projecting what we wanted to see happen to
nephrologists
in 1950, we'd have probably been off, or for cardiac surgeonsin '60, or for cardiologistsin 70, | suspect weld
have been radically low in all of those cases.

Now al of those are examples of where there was major amount of technological change.
And while I'm certainly willing to believe that Jack is right about geriatrics, | haven't read the IOM studies and,
as| say, our record in this domain hasn't been great. | suspect that geriatrics probably is not so vulnerable to
technological change.

DR. ROWE: Unfortunately.
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DR. NEWHOUSE: But that, in away, should give one alittle more comfort in projecting.

DR. CURRERI: I'm not so sure of that because they're now doing transplants on 70-year-
old people, liver transplants.

DR. ROWE: | think if we come up with atreatment for Alzheimer's than the numbers would
change. But we have about 9,000 certified geriatriciansin the country. The |IOM says we need 36,000.

DR. NEWHOUSE: The issueiswherethey got that number.

DR. ROWE: Evenif they're wrong by 50 percent it's still --

DR. LEWERS: Objection.

[Laughter.]

DR. NEWHOUSE: The other thing that occursto mein this discussion, and | can't get the
obvious implication for geriatrics, but the Cooper studies on primary care actually makes something of the
constancy of the primary care to population ratio, despite the definitional problems, over time. Infact it aso
seems to be the case more or less over space that the ratios across countries are not so dissimilar.

And the inference he draws is that primary care hasn't much changed over time, and demand
for it hasn't changed that much over time either, although despite the increased insurance. So it may be that
productivity increases have offset, or the ancillary personnel have offset theincrease in demand. Soit's been
reasonably constant. Therefore, that makes him comfortable projecting that off into the future as needs, which
COGME has picked up on.

However, that's starting from a situation where you're saying, things seem like they'rein
steady state and they don't seem like they're going to change much, so we'll just go onin steady state. That
doesn't sound like Jack believes that or the IOM believes that's truein geriatrics. So then the issue becomes

how we appraise these estimates.
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So I'm willing to entertain the notion that we might want to say something about future
demand for geriatricians but | think we have to frame it then that way, and we probably ought to read at least
the executive summaries of the IOM reports if we're going to do that.

DR. WILENSKY: We can certainly have that materia distributed.

MR. MacBAIN: | had ahandful of things. Oneisto follow up on Bill Curreri's point some
time ago about specialists providing primary care. Thisisanecdotal but | think indicative. I1t'sfrom onelarge
multispeciaty group that I'm very familiar with, but also from others when I've talked to people over the years.

That was the reaction in these groups as they decided to add departmentsin family medicine
several years ago, and the reaction by specialists, particularly medical specialists that this was going to have an
impact on their earning potential. I'm not surethat it did but there were certainly that perception, that they were
providing a significant amount of primary care.

On the subject of agroup practice and talking about the difficulty of residents finding
positions after graduation, isthere away of measuring the effect of residents tendency to look for group
practice positions? | think it's been increasing over the years. | haven't read anything on it recently, but isthisa
phenomenon of people looking for certain types of positions, for positions in multispecialty group practices
where you'd expect to have alimited number of open dots and they're having difficulty because they're not
finding what they're looking for even though there are other types of positions available?

The third thing that concerned me and in a couple of the didesit was clear that the statistics
dealt only with allopathic positions. 1'm not clear across the board whether all the numbers we're looking at
include osteopaths or not. But it doesn't make sense to meto leave that out. 1'm not quite sure what the
reasoning is behind that, whether the numbers aren't available, but it could make the numbers overall a bit

more comprehensive.
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A fourth point is just atechnical one and that was on the study that was based on residents
having difficulty finding positions based on a survey done between May and August but including responses
through November. Does that also adjust the responses for those people who found positions between May
and November or is this cumulative? Because that again could produce a different answer.

DR. NEWHOUSE: What's the answer?

MR. LISK: | think they're just trying to get back at their response form, so | think thereis
some potentia problem.

MR. MacBAIN: Soif you said no in May and found ajob in July, you're ano?

MR. LISK: That's my understanding.

MR. MacBAIN: If you held only onto your form and finally said no in November, youre a
no.

MR. LISK: That's my understanding.

MR. MacBAIN: Soit'snot really clear what we're measuring with that.

Another issue -- you caught me with a grab bag of things. Inlooking at the effect of HMOs
on the use of non-physician clinicians, the model that | have in mind is the prepaid group practice model where
the group practice itself makes decisions about whether to hire non-physician clinicians.

The predominant model of HMOs now is so much broader than that with the network
models. I'm not sure that the HM Os themselves have awhole lot of impact any more on deciding how much
careis provided by non-physician clinicians as opposed to physicians. It seemsto be much more in the control

now of individua practices that are not owned or controlled by the HMO.
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It's more of ageneral comment. Aswe look at the impact of managed care on practice
patterns, to recognize that the predominant model of managed care has changed alot from the classic Kaiser
prepaid medical group practice model.

Then finally, and this gets back to Judy's point. | don't want to get too deep into this now,
but there is that ambiguity in the statute and the legidative history of Medicare asto just what we're trying to
accomplish with payment for graduate medical education.

With the indirect it's clearly payment for the cost of providing care to our beneficiaries. But
even for the direct, that's how it got in there. It got in there as part of the allowable cost of providing carein a
teaching hospital. But the legidative history also makesit clear that thisis recognized as something different.
The first shoe was dropped | guessin the original act as saying, welll do this until we come up with a better way
of funding.

Maybe our conclusion should be that we have now been invited to drop the other shoe and
say, isthere some other way of dealing with this? But | do think that we need to be clear on our approach
whether we are looking at just the funding for direct graduate medical education and looking at that as what it's
called, and that is direct financing of education and not purchase of services. Or are we looking at this broader
issue of how do we deal with all the collateral costs of running teaching hospitals?

We may not want to do that. We may want to keep the focus a bit narrower.

DR. WILENSKY: | think the issue about what role we see for indirect medical educationin
the futureis an appropriate discussion. | just wanted to be sure that when we were talking about the $7 billion
that Medicare was using with regard to purchasing -- whether it was getting its money's worth, that we

remember when you talk about getting your money's worth it seems to me a more appropriate terminology to
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separately.

MR. MacBAIN: But | think we're not at that point talking about the cost of graduate medical
education.

DR. WILENSKY: Right.

MR. MacBAIN: We're talking about the costs of securing services for our beneficiariesin
complex institutions.

DR. WILENSKY:: Exactly, right.

DR. LAVE: | just wanted to make sure and | think that this may help us. My understanding
isthat this report is supposed to be broader than the overall Medicare program, isn't it?

DR. WILENSKY: That ismy understanding as well.

DR. LAVE: So that'swhy the issue of, sort of the financing issue and who we're paying for |
think --

DR. WILENSKY:: Itisnot, however, all issues with regard to graduate medical education
and training and workforce. It isjust that in the areas in which we were asked to comment, which are alimited

number of areas, it was not only within the mindset of Medicare. So it is both broader and narrower in terms of

DR. ROWE: That'swhy we should handle it both ways.

DR. WILENSKY': Exactly.

DR. ROWE: Desl with it on the one hand, on the other hand.

DR. WILENSKY: Well, just thisiswhat we think therole for -- we think there's a particular

role for Medicare.
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DR. ROWE: From the point of view of Medicare, X. From the broader point of view, Y.

DR. WILENSKY: Right.

Let me raise an issue now for commissioners consideration. | think this has been by far the
best discussion of graduate medica education that we've had as a commission just in terms of raising issues.
We're going to be meeting again in three weeks. One possibility at this point would be to take up the issues of
the IMGs and geographic issuesin December, because we have several other serioustopics. First have atime
for public comment.

Alternatively, we could do the IMG and then take up the geographic distribution. But I'm
not sure that those two aren't, at least in some ways, linked. So it may be that if we're not going to do both other
areas, we'd do as well to just take this up in December as the next round of GME issues, if people are
comfortable doing that.

DR. ROWE: From my point of view, thisisreally till for this report that we're going to
send in the end of the summer.

DR. WILENSKY': Yes.

DR. ROWE: We have two meetings and two reports before that that we have to get these
other issues done for.

DR. WILENSKY: Right.

DR. ROWE: Sowhy not let it dide to the next meeting, so we can help the staff by giving
them the comments on things that they have lesstime to prepare.

DR. KEMPER: Could we take one more of the topics and compress alittle bit in the

afternoon?
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DR. WILENSKY: Wecan, that'sfine. | think of the two | would rather take the IMG next,
if we're going to take one rather than the geographic distribution issue.

DR. MYERS: They're both [inaudible].

DR. WILENSKY': That was the reason why | was reluctant to do this. | think we may in
fact -- | don't know whether welll use all the time allotted for the afternoon. | do think we are probably going to
use the time allotted for the outpatient hospital PPS. |sthere a sense that people --

DR. MYERS: Areyou looking for amotion?

DR. WILENSKY:: | guessanod. Are people comfortable if we postpone both?

DR. MYERS: Yes. | think they're going to both need a great deal of time.

DR. WILENSKY:: | think the IMG is going to be contentious, so I'm alittle --

DR. ROWE: It will guarantee a good turnout again at the next meeting.

DR. LAVE: We may want to increase the time that's given to them.

DR. WILENSKY: Well look at it. | think the distribution more. | mean, we won't go later
than we're scheduled today, next time. We may look and see how we allocate the time.

Arethere any further issues? We can have some discussion, Craig, about what wed like to
see in addition to those issues. | think there may be some different discussion that you will find useful to
present to us with regard to the issues based on the discussion you heard thismorning. That is aso one of the
reasons why we thought postponing it might make the discussion more meaningful because you'd have the
advantage of today's comments.

MR. LISK: Okay, that'sfine. | think we can talk about other things, because there'salot of
things we have to cover over the coming months and stuff too for discussions dealing with some specific issues

that we can follow up on at different meetings. So that will befine.
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DR. WILENSKY:: Thereisthe other possibility, and we can just have people think about
this, isthat we could have a February meeting. Next time -- | mean, we have to be sure that December and
January are primarily focused on our March report. We can see how we're doing. We could have an
abbreviated meeting, to the extent that we felt that there were more issuesin GME than we were able to do.

| don't know that we need to make that decision now, but we can see how we're doing, and
have an abbreviated meeting that would just be focused on GME issues if we fedl like we have compressed too
much. I'm not sure that we'll need to do that, but if people are -- they can just think about that as we go
forward.

L et me open this up for public comments before we go to the outpatient.

DR. LEWERS: Sothat | don't forget this | want to answer or make a comment about
somethingn Judy said. | was saving it for geographic distribution and I'll forget it. She talked about Economics
101 and how if the money isthere or not there and people are going whereiit is.

Economics 101 also | think goes a bit further into something called price controls. So we can't talk about
Economics 101 and the demand issue of people moving from one area to the other in the face of price controls.

So I'll let you debate that perhaps when we get into geographics because that's what we're
living with. So Economics 101 just went to Economics 103.

DR. LAVE: Could | just comment, Ted? When we had Economics 101 before as much
price control aswe have now, | think if you looked at prices you would have found that the prices were actually
lower in the areas that we characterize as shortage areas and higher in other areas.

DR. LEWERS: Maybe we won't forget it when we get to that.

[Laughter.]
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DR. WILENSKY:: Actually, thething that isinteresting isthat both the primary carein the
rural areas, both because of third-party payment history and how prices had gotten established, actually we
used price controls to bump them over what they had been. Whether or not, if you have a more market
sensitive environment than we had when third-party payment was the dominant price-setter in the '50s and '60s
that this was coming from, whether we would see now in fact a bump-up in shortage areas that we aren't
allowing I think isafair question.

DR. LEWERS: When Craig mentions this whenever we get to geographic, we'll have to
bring that back.

DR. WILENSKY': Yes.

MR. DICKLER: Madam Chair, Bob Dickler from the Association of American Medical
Colleges. First et me compliment you on the depth and range of your discussion. It really was remarkable.

A very brief thought that may be helpful. Y ou have often commented on federal policy and
incentives. It isuseful to distinguish incentivesin the creation of training opportunities versusincentivesin
terms of what opportunities students access.

We have had a phenomenon in this country for along time that we have many vacant
training positions, have had, for instance, historically in family medicine, while we said we had a shortage. We
did not have a problem with creating the training opportunities. We did have a problem with attracting young
people into those training opportunities by making that specialty or primary care area attractive. Y ou may find
that an important distinguishing set of characteristics as you go through some of the policy options.

Thank you.

DR. WILENSKY:: Loan forgivenessfor their $110,000 in debt from medical school could

go along way to help that. But yes, | agree.
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DR. ROWE: That'sagood idea, Gall.

DR. WILENSKY': | agree.

Any other comments?

[Pausel]

DR. WILENSKY: We're going to switch now to outpatient hospital PPS.

DR. MATHEWS: Good morning. The first order of businessisto let you know that the
Health Care Financing Administration has extended the comment period on both the ambulatory surgical center
and the outpatient hospital prospective payment system proposed rulesto
January 8th, 1999. What this meansin a practical senseisthat we could discuss thisissue again in December
if you really wanted to. In that case, | will have another letter ready to submit, one that begins, Dear Murray.
Hopefully it won't come to that.

[Laughter.]

DR. MATHEWS: There are only a couple of outstanding questions that we need to resolve
it, abeit they are somewhat large ones. But also keep in mind that you'll have another opportunity to refine
your positions as we put together our March report.

| don't have too much of aformal presentation today. Rather, I'd liketo usethistimeasan
opportunity to discuss and resolve hopefully the remaining issues before finaizing the Commission comment
letter on the proposed outpatient PPS.

To the best of the staff's recollection there were three major points that were left open from
last time. Thesearethelevel of payment, including payment impacts and adjustments, a volume or expenditure
control mechanism, and finally, consistency of payment across settings. What 1'd like to do this morning is

refresh your memory on these issues and facilitate your discussion of them in any way that | can.
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Aswe noted last time, the BBA's outpatient provisionswill result in significant reductionsin
payments to most hospitals relative to what they would have been paid under the prior law. These reductions
result from the elimination of the formula-driven overpayment, the extension of operating and capital
reimbursement cost reductions, and the way the outpatient PPS is planned to be implemented. We estimate
that once these provisions are put in place, aggregate Medicare payments for hospital OPD services will be
roughly 80 percent of their reported cost.

Further, the impacts of this reduction are not uniform across classes of hospitals. Low
volume hospitals and certain specialty facilities are anticipated to experience greater percentage reductionsin
payments than other hospital types. Attachment 2 of your mailing materials shows the projected impactsin
more detail.

While the intent of the BBA was indeed to reduce payments to hospitals, the magnitude of
these reductions, especially for particularly classes of hospitals, may affect their ability to provide servicesto
beneficiaries. At the very least, such constrained payments may hinder the migration of services from inpatient
settings to less costly ambulatory ones.

Previously you've indicated that the level of payment should be sufficient to provide
adequate and appropriate outpatient care to Medicare beneficiaries. |n preparing aresponse the HCFA NPRM
you may want to discuss the adequacy of this level of payment and whether or not these impacts should be
partly or wholly mitigated by specific policies.

The next discussion topic is outpatient volume control. The BBA requires that HCFA
implement a system to control the volume of hospital outpatient services under the new PPS. Inthe NPRM,
HCFA proposes to initially use an expenditure cap to control the growth of service volume, which is consistent

with your March report recommendation on this subject and in accordance with the BBA's direction.
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HCFA believes that this method will not be reliable due to the instability of assumptions
regarding service utilization beyond 2001. HCFA proposes several variants of the sustainable growth rate, or
SGR system, used as a volume control incentive in physician payment.

Their preferred option is a hospital -specific SGR system due to the relative ease with which
it could be designed and implemented. The other options involve expending the physician SGR to the hospital
outpatient and all other ambulatory settings. These approaches have the advantage of not reinforcing what
we're glossed previoudy asthe silo effect, would be difficult to implement from both administrative and from
policy perspectives and would likely be challenged for exceeding the mandate of the BBA.

At aprevious meeting you requested additional information and further discussion time
before addressing the issue in the comment letter. Attachments 1 and 3 of your mailing materials provide this
additional information to facilitate your deliberations.

The last topic you may want to consider today isthat of consistency of payment across
settings. Aswe've noted previously there are mgjor changes in Medicare payment policy taking place in most
of the major ambulatory settings. To an extent, these changes are transpiring on relatively independent tracks.

The Commission has in the past expressed an interest in making more explicit connections
between these separate policy areas, and the outpatient PPS presents an opportunity for indicating how you
think this should be done. Asafoail for your discussion of consistency, Attachments 4A and 4B of your mailing
materials present some prior law payment simulations for cataract surgery and the corresponding payments that
would be effective under the new systems that have been proposed.

Looking at these data one could ask which, if any, of these rates are the appropriate payment

for the service? Are any of them? Areadl of them? How canyou tell? If they are appropriate, isit by design or
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by accident? That is, can the logic that produced a correct rate in any of these cases be applied to other
services and other settings and also produce a correct rate?

| believe these questions cut to the core of the meaning of consistency of payment and may
provide a departure point for further analysis.

At that point | will end my overview and make myself available to facilitate your discussion
on these and any other points you'd like to raise.

DR. WILENSKY': One of the things you may want to
-- does anyone want to on the dides, particularly the consistency, just to look at them or are there any
questions? We went through this very quickly and | don't know whether people have any questions about the
numbers that were put up there.

DR. LAVE: Yes, | have aquestion on the consistency one, on the next issue, on the 1991
one. I'mlooking at your cataract example that you have here. | guessthe question that | have, and thisisa
question that came up last time, has to come with the substitutability across these settings and what we want to
say about that.

This popped to mind when | was looking at this cataract thing, and it turned out that the
amount that's given to the hospital outpatient and the ambulatory surgical center are amost identical. But if it's
done in the physician's office the total payment is$664. But | just don't know how often thisisdonein a
physician's office so how relevant thisis. So that's the question we talked about last time.

DR. MATHEWS: Right. Our claims show that it's done about zero percent of thetimein
the physician's office. On the other side of the coin, the highest rate for cataract surgery isin the inpatient

setting. | think it's close to $3,000. And that also has a zero percent performance rate.
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DR. NEWHOUSE: | guessthe question is, how easy isit to re-label the ambulatory surgery
or the office?

DR. MATHEWS: | suspect it'sfairly easy, or it has been historically.

DR. NEWHOUSE: | think we need to find out the answer to that question. In fact, one of
the things that 1've kind of worried about is do you call the building next to the hospital the office building or
the outpatient department. | think there's a single word that pops up in the letter of response that | think framed
theissue for me. That isyou say in the second paragraph, the Commission believes that neutral payment
incentives could be developed most effectively by adopting payment policies that could be applied consistently
across ambulatory settings.

My question was, how would | know if | had a neutral payment policy? | actualy began, as|
thought about | began to wonder whether we really meant neutral payment policy, because | would have taken
neutral to mean that we would have paid marginal costs. The problem with that, of course, is (a) we don't
know what marginal cost is; (b) it will vary by facility by scale. Actually you bring up that it varies by how
busy the placeis.

DR. CURRERI: Isthere adifference between neutral payment policy and neutral payment
incentives?

DR. NEWHOUSE: That'swhy | wanted to get to it, because | think what we mean or | think
what the thrust of the letter is, actually it's not neutral but it'sleast cost. Or that we would pay at somerate and
if this other dite, it cost more in the other site then we wouldn't pay those costs. But maybe that's not what you
meant.

| think there's an ambiguity that needs to be resolved asto whether if -- let's leave aside the

variation within the facility type, that kind of small outpatient A costs more than large outpatient B, and just say
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outpatient department A, suppose it costs more than the office or the ASC. Does the payment system recognize
that cost differential or doesit just pay aflat amount? And what's the principle that's governing that call?

DR. MYERS: Joe, if we should be doing marginal costs, are there ways for usto get closer
to that?

DR. NEWHOUSE: I'm not surethere are. But even if you said we should be paying
marginal, there's still an issue about do you want to pay marginal costs of the least cost facility? Then what if
that's the below average cost so there'saloss?

But setting that issue aside, the issue | want to focus on, are we paying for the least cost site
or are we paying for the cost of al of these different sites, whatever they turn out to be? And then there'sa
further issue about marginal average.

MR. JOHNSON: Joe, there's another factor here too, that all these patients and al these
sites aren't necessarily equal either.

DR. NEWHOUSE: That'sright, but | want to set that issue aside to focus on, suppose there
are higher costsin different sites even for the same patient.

MR. JOHNSON: But as| said, al sites are not necessarily equal either. Y ou may only be
doing these kind of surgeriesin the rural hospital because there's no ASC around or anything else around, and
they may have additional coststo keep that facility open. Do we say, we take al these outpatient surgery
patients and we don't pay those costs? Do we carve that out?

DR. NEWHOUSE: | think that'sin effect how we backed into the cost-based system. |
think that's agood question. | think we would till, however, as | say, have that problem within class because

you would say, if you were paying one rate for outpatient departments that was an average over al outpatient
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departments and there were economies of scale, which there surely are, the small rural would till have a
problem.

MR. JOHNSON: But it seemsto me this whole issue, when you read through the letter and
the background materid it's, on the one hand this, on the other hand that's really difficult. And on the one hand
this, and then the other hand we don't really have the datato compare. On the one hand this, and the other --

| mean, thisis obviously a policy that | would say at this point is based alot on intuition. We
went through this with Blue Cross in Michigan when hospital outpatient costs spiked a couple years ago. It's
now down quite low. Hospital costs overal are less than the growth of the other areas.

Thefact is, we need more facts here, because alot of the solutions here that we're proposing
are untested or complex, and | think they're going to have some fairly detrimental impacts on certain classes of
facilities. 1 don't know, I'm just very uncomfortable with this whole thing.

MR. MacBAIN: | think when we talked earlier about this we were talking about neutrality
in the sense that we didn't want the administered pricing system asit develops to influence the site of care,
which means that focus would have to be on that how that choice of site was made, who made that choice, and
on what basis.

Conceivably, you could argue that if it's the physician making the choice of the site of care
then the issue should be, what is the difference between the physician's marginal revenue and marginal cost for
that particular procedure, which is not the kind of thing we're looking at here and would not look at the overall
cost to Medicare. But that may be really what we want to focus on.

Another thing that concerns mein looking at thisisthat our analysisis perpetuating the silo
phenomenon. Particularly with the low volume rural hospitals I'm concerned that we have simultaneoudly or

nearly smultaneoudly changesin hospital outpatient paymentsin facilities that are heavily dependent on both
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their outpatient revenues and their Medicare revenues, along with changesin skilled nursing facility payments
for facilities that have swing beds and dedicated SNF beds. And along with those changes in payments they're
now responsible for a hefty chunk of ancillary costs.

Then on top of that we've aso got the change in the physician fee schedule for the work
component, and among the specialties hardest hit there are emergency medicine, pathology, and radiology,
which isalso going to have an impact on small, low volume rural hospitals.

If we're going to comment on what the impact is on rural hospitals, | think we need to take a
look at the combined effect of all of these and take a more horizontal view. And add into that aswell some
analysis of how do these hospitals do as well on their inpatient PPS margin and their overall margins. Because
if we don't do that, | think if you look at each individual component by itself we may say, that's bad but it's not
so bad, and when you add it all together we may end up with a serious access problem.

DR. ROWE: A couple comments. | may just be reiterating what was said before | returned.

But with respect to the letter to HCFA on this, | gather that some analyses were done that looked at the impact
of adding ateaching or DSH consideration with respect to this on the teaching hospital side which mitigated
some of these changes, but HCFA decided not to go ahead and include that and our letter is silent on that issue.

DR. WILENSKY': | don't think I'm understanding your point.

DR. ROWE: | guess there was some considerationsin HCFA in their analysis that there
were additional costs associated with GME or in DSH hospitals in the outpatient facilities which would change
some of these numbersin major teaching hospitals, but that because of their lack of certainty with respect to the
data they just decided not to include those adjustments in the PPSin their suggestions. Lack of absolute
certainty with respect to the data hasn't always prevented them from making adjustmentsin the past. 1t may be

the only data we have.
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| gather we were silent on that issue, whichisfine. But | just wondered whether it was
discussed at al by the staff and whether we have any information on it or not.

DR. MATHEWS: I'm not aware of the specifics of any modeling that HCFA did internally
and they didn't report the results of the modeling on those classes other than to present the impacts straight up.
Wefelt in drafting this letter our best approach would be to address the issue of the need -- point out the
impacts and address the need for adjustmentsin ageneral sense. We can focus our own analyses on classes of
hospitals that you feel there might be some legitimate basis for these higher costs.

DR. ROWE: | wastalking with Joe earlier and he recalled some studies that seemed to
indicate that there were some higher costs, at least on the teaching side. So we might look at that and see if it
pansout. If not --

DR. MATHEWS: Wedid, in developing our own payment model here, confirm the fact that
hospitals do have higher reported per unit costs for services across the board. The question is, what do you do
about it? We have not come up with a specific proposal in this comment letter.

DR. ROWE: Exactly. The second point relates to Attachment 1 and it's just in the interest
of neutrality. 1've heard neutrality a couple timesin the last couple minutes. We hear al the time, we talk all
the time about the positive margin of teaching hospitals on inpatient PPS, and it's X percent, 1 percent, 2
percent, whatever.

It's really interesting here because what we say under impacts on the first page of the
attachment is, we talk about the predicted .78 payment to cost ratio and we say, isthisareal threat to hospitals
or isit smply an artifice of hospitals accounting and Medicare payment policies? But when we report the
inpatient margin as positive we never say, isthisarea benefit to hospitals or isit just aartifice of hospitals

accounting and Medicare payment policies.
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So | think we should probably include that statement in there. We should be more balanced.

DR. MATHEWS: These attachments are not intended to be part of the |etter that we'll
transmit. Thiswasjust for your --

DR. ROWE: Good. It reflectsapoint of view, that'sall.

DR. NEWHOUSE: Jack, | was thinking a bit about your comments on DSH and | would
have said for myself we probably should consider that as part of an overall recommendation on DSH if we're
going to do it and not kind of separately. | would aso -- it occurs to me that the current DSH formula, asyou
know, favors large urban hospitals. So it's not clear to me how things come out, but | think we should discussiit
in the abstract anyway. But part of an overall discussion of DSH rather than as part of the outpatient system.

DR. MATHEWS: At the staff level we are doing some modeling relating hospitals DSH
percentage to potential outpatient payment adjustments, but we don't have anything ready to go.

DR. NEWHOUSE: Speaking of DSH, by the way, on our next discussion of GME | think
we should take up the issue of whether DSH should be considered along with -- as part of the basis for setting
theindirect medical education payment or not. But that can be left until next time.

DR. WILENSKY: I'm unclear on the comment about neutral that wasraised. Inthe letter
itself the term neutral is used without further clarification. Wasit being proposed, since people have used the
term in different ways, that we specify what we mean by the term neutral? We have something that indicates
policies that can be applied consistently, but not really defining --

DR. NEWHOUSE: | wasgoing to leaveit at that. But maybe other people may not agree.

DR. LAVE: There are basically two different issues here and they're not the same issue.
Oneissueisthe choice of setting, the other is the least -- one has to do with appropriateness, and there are two

types of appropriateness. Onetypeisthe medical -- there are two types of appropriateness it seemsto me.
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One of which is sort of aclinica or amedical appropriatenessissue. That is, whereisthe -- is there a setting
for which it is more clinically appropriate to treat the patient? The other is, is one site more appropriate in an
economic sense? Isthere asite for which in fact it's more efficient to treat the patient?

We may want to indicate that those are two different things. Becauseif | think of
appropriateness, if | read this, | would think of it in terms of aclinical decision as opposed to a costing
decision. I'm coming back to your initial discussion.

So we may want to say that our comments are, we don't want the payments to be -- lead to
inappropriate clinical decisions, and we would like them to lead to appropriate economic, efficient decisions. |
mean that's sort of -- and it doesn't necessarily say to do that that you have to have the same price, but that's
really where you're going and that may basically be sufficiently vague.

And then get rid of the rest of this stuff and then come to the next paragraph, because you
know, | think we've argued beforeit's not clear that we know how to do one or the other, but we can certainly
figure out on the direction in which to get there. And | do think that there may be aclinical issuein here as well
as an economic issue and that they both should be raised.

| had thought that one of the thoughts that we had in terms of the consistency was that there
was an issue of consistency that had not to do with sort of the -- an economic issue in terms of appropriateness,
but rather in terms of the fact that -- consistency in terms of policies that made sense in terms of the way they
got together. That you called a spade a spade, asit were, regardless of the setting in which you werein. So you
would like -- and eventually they're all going to move in the same direction, but not quickly.

DR. NEWHOUSE: | didn't follow that last --

DR. LAVE: You know, when wefirgt talked about consistency, | thought that what we were

talking about was that you didn't want to define -- and this comes up later in the argument -- that you didn't
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want to basically have something -- the basis of paying for X different in one setting than in another setting.
And to the extent that you could sort of define these things similarly in terms of the unit of payment that you
were being consistent. And that's -- | also thought that we were talking about consistency in the outpatient
department in that respect as well.

So you had sort of aconsistency in that if | am paying for the cup in setting A, I'm not going
to pay for the cup plus the water in setting B, and the cup plus the water plustheicein setting C. That in each
of them I'm going to pay for the cup and the water. Does that make any --

So | thought that that was sort of the consistency argument. And we were having the same
argument with respect to some of the post-acute care, that we wanted our definitions to be consistent across
these settings. So | think we have sort of a definitiona consistency in terms of the unit of what we're paying
for, and we would like to sort of think of our decisions as leading to clinically appropriate decisions aswell as
economically efficient decisions.

DR. ROWE: But, Judy, as| recall that discussion, the clinically appropriate piece of it was
not so much that we're paying for the same thing in two different settings. 1t'slike we're paying for your having
that little operation on your wrist and it's the same operation on the wrist, so regardless of where it's done it
should be paid the same.

| thought the point that was made during the discussion was that if you're a hedlthy young, or
middle-aged health economist and you need one of those little fasciectomy, you get sent to the ambulatory
surgery site. But if you're an 87-year-old demented diabetic in heart failure on six medicines with that thing,
then you get sent to the ambulatory surgery clinic at the medical center.

So whileit's still the same thing, there's alot more to be done to handle patient two than

patient one.
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DR. LAVE: Okay, but that hasto do with -- but we're still defining it differently and that's
where the issue of clinically appropriate camein in terms of this definition.

MR. SHEA: Y ou'd support that, right?

DR. LAVE: | would support that, yes. But we'd like to know that you're talking about this
same --

DR. ROWE: About the same thing, but in two different --

DR. LAVE: Right.

MR. SHEA: But that definitely -- | happen to agree with Judy, that definitely should be not
uniform pricing.

DR. NEWHOUSE: That'sright. But then theissueis, so then how do you prevent
everybody from shifting over to the hospital ?

DR. LAVE: But the problem hasto do -- we don't observe that happening now.

DR. ROWE: Yes, it seemsto be going in the other direction.

DR. WILENSKY:: Let mejust -- I'm concerned that we're giving HCFA guidance about
what we don't want and we're not doing a very good job about giving HCFA guidance about what we do want.
And having some sympathy with the operational problems of running these payment systems, that doesn't seem
very helpful.

Areyou thinking, Judy and Jack, that what we need to do for CPT codesisto do something
like what we do with the DRG, which isthereis at least a different DRG based on complicated or
uncomplicated? Something that would allow for the fact that the procedure itself, subject to comorbidities, is

effectively a different procedure and therefore -- or associated with different costs.
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| just feel alittle uneasy. | think that the general principle we're articulating is clear enough,
but I'm not sure --

DR. CURRERI: | thought that what we were looking at here was abundle, and it was a
minimum bundle. It included laboratory tests and so forth and so on, and that extra things for extraill patients
were billed in addition. Am | wrong about that?

DR. WILENSKY:: The problem | think that was being raised isthat we bundleit only in the
outpatient and if the same procedure is done in the physician's office it's unbundled and that that was really -- to
the extent that that happened and it was indeed the same procedure, we were asking for trouble basically.

DR. CURRERI: But | thought that what we were aiming for was a bundle in the office, too.

So that the bundle would be the same, and then the physician could choose the most appropriate area because
there wasn't any financial incentive.

DR. ROWE: But the services, this bundle is going to be the same in both places because the
added burden, which is added cost is extra personnel or this or that, but it may not be something that's definable
asaspecific serviceis, | think, Gail's point. So the bundle may not be different.

DR. LAVE: | guess, if you think about al of these payment sources we've evolved them
over time. Wedon't try to get them perfect thefirst time. So it seemed to me that the first thing isthat we'd like
the bundle to be the same, so it is the same in the physician office and it isin the hospital. We would likeit to
be cheap and we would like it to be appropriate.

Now what information basis do we have now? We can certainly make recommendations that
the bundling proceed apace so that you have the same unit in the physician's office and so forth. That seemsto

me to be relatively concrete. It strikes me that with respect to whether or not the hospital and the ASC are
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different, that one in fact might sort of think about whether or not you may want to do a bump-up. | mean, we
do that for other things. It doesn't strike me that if in fact -- or we might be cautious about recommending --

| mean, as | indicated last time, I'm uncomfortable recommending identical payments across
these sources because the costs now ook to be so different that do you want a cautious -- do you want to be risk
averse with respect to being economically wrong, or do you want to be risk averse with respect to being
clinically wrong. Those are what the two decisions are that in fact you have to make, and people come down
very differently on those two issues.

| think that that is one of the things that may be coming up on this teaching hospita thing,
that we could expressit as a concern of ours and make some suggestions, if we have any as a commission, that
we would like to seethings go. If not, raiseit.

But | think to assume that the patients are identical may not be the appropriate decision to
make, given as| think we've al observed anecdotally, allocation decisions be made about where given patients
get treated and some of them are consistent with more complicated patients ending up in outpatient sites as
opposed to physician's offices.

DR. NEWHOUSE: Am | right that we don't have the technology to identify at the moment
more complicated -- follow Gail's suggestion?

DR. LAVE: Yes.

DR. WILENSKY:: Does somebody have an answer to Joe's question? Assuming that we
don't have an ahility to distinguish the more --

DR. MATHEWS: We have aproject in progress right now. |I'm optimistic we can get the
results of it to you in January, which looks at patient characteristics for beneficiaries who receive the same

benchmark servicesin different settings. We looked at where they live, comorbidities and coexisting
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conditions, age, income, we're looking at. So we should be able to give you some quantitative information for a
few selected high volume procedures.

DR. WILENSKY: That would be very helpful.

DR. ROWE: But that will be too late for our response to this.

DR. MATHEWS: That's correct. Y ou could maybe squeeze it into the March report as a
recommendation.

DR. WILENSKY:: But | think then we just need to be comfortable that the sense of the
direction is adequately reflected in theletter. That thisiswhere it needs to go, and we're doing work on this,
and HCFA needsto do work on this.

DR. ROWE: Y ou would support, Gail, if | understand you, including the | etter language that
indicates that we think that there should be some adjustment or consideration with respect to this and leaving it
at -- and that we're doing work on it and they should do work on it?

DR. MATHEWS: That's correct. On page 6 of the letter where | talk about adjustments,
there is a specific reference to adjustments being made insofar as they reflect where it can be tied to patient
characteristics.

DR. CURRERI: Arewereslly talking about differencesin facility costs or are we talking
about differencesin patient severity of illness costs?

DR. WILENSKY:: Right now what we're talking about -- we might talk about the latter.

DR. NEWHOUSE: The latter is affecting the former.

DR. WILENSKY: Theformer. Right now we're really talking about the latter. The fact that
if you have the people who go into the hospital outpatient typically with more comorbidities or a higher severity

or other --
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DR. CURRERI: We talked about a bump-up. The problem with a bump-up based on
facility isthat is--

DR. WILENSKY': It'svery crude.

DR. CURRERI: But you could have a bump-up based on patient severity, and that may be
the way to go.

DR. WILENSKY: Right.

DR. ROWE: Theletter says patient characteristics.

DR. NEWHOUSE: That's where we're headed.

DR. WILENSKY:: That'swhere| think our preferenceis, that we make it tied to the patient
since we know from past activities the correlations when you tie it to facilities tends to be pretty messy.

DR. ROWE: What it saysisit'sthe former's-- in your question, it's the latter's influence on
the former. It says, we believe there are qualitative differencesin the services provided that reflect
characteristics of the patient that are different. What we don't say is, we think that there should be a payment to
reflect these differences.

DR. CURRERI: But you could have some sort of a code that reflected patient severity.

DR. WILENSKY': That'swhat | meant.

DR. ROWE: So | think what Gail is suggesting is that we say something to say that we think
that we should recognize --

DR. WILENSKY:: Right, we think that's the direction it should go.

DR. CURRERI: 1 just don't want to see afacility difference --

DR. WILENSKY:: | understand and | agree. | don't think having --

DR. CURRERI: -- because that's a big problem with gaming.
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DR. WILENSKY: And we can bevery clear.

DR. NEWHOUSE: It would lead to a difference in the facility payment but would be based
on the patient characteristics.

DR. CURRERI: Yes, that'sright. But | don't want it based purely on what the facility is.

DR. ROWE: People would be building facilities because they get paid by facility as
opposed to the services that are provided.

DR. LAVE: But there's an issue, and the issue isthe following one. Do we -- you can have
-- as| understand this, thereis no phase-in and out. Thisisin and there's no transition in the outpatient PPS;
isn't that right?

DR. MATHEWS: That's correct.

DR. LAVE: Sothereisnot -- | mean, amost everything else that we have done we have had
some form of atransition period. So | think the question is whether or not, given that one observes that the
facility costs are considerably higher than the other outpatient setting costs would one want to have amild
facility payment? Because we can't do a patient payment right now. That'simpossible.

So the question is, in the interim should there be nothing, or should there be something?

DR. WILENSKY': You know if you put in afacility bump-up you will never get rid of it.

DR. LAVE: Wédll, you could phaseit out. We phased out all the other stuff and it went out.
We phased out national -- we phased out the hospital -- we have phased out higher costs over timein amost --
we're doing it in nursing homes and we did it in hospitals.

DR. WILENSKY:: But not by -- we phased out higher payments as a class, not by having

thisbump-up. That's different. If you want to low in the adoption, that's one thing. Putting in what you think
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is going to be atemporary bump-up just fliesin the face of al of our experience. | think that is not a good way
to go.

DR. ROWE: What do you think, Joe?

DR. NEWHOUSE: Inthe short run? | mean, the long run seems --

DR. LAVE: Thelongrunisobvious.

DR. WILENSKY': Y ou can think about it and let me go to Bill.

DR. NEWHOUSE: We have a de facto difference now and maybe that should be phased
down somehow or maybe continued. | have to think about that.

DR. KEMPER: But did | understand right, on the cataract table, that's the payment that will
be without a change, right? That's the way the paymentswill be made isin the way that --

DR. MATHEWS: No, the one that was on the overhead are current law simulations. But
you also have aproposed law, | believeit's Attachment 4B of your handouts.

DR. KEMPER: But it looksvery similar.

DR. MATHEWS: It does.

DR. KEMPER: Soinasense, thereis already afacility bump-up.

DR. MATHEWS: That's correct.

DR. KEMPER: It'snot called that, but it'sin there.

DR. WILENSKY: Right.

DR. KEMPER: So we would have to make arecommendation not to do that in order for
there not to be adifferential payment across settings.

DR. LAVE: That's across settings, but that's not across al hospital outpatient departments.
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MR. MacBAIN: I'm getting alittle lost on this | guess, but is the payment to the facility the
relevant issueif we're concerned about how the decision is made where a service is performed? Or isit just the
payment to the physician and the relationship between payment and cost to the physician in different settings?

DR. WILENSKY: | think it gets to the issue that Joe raised that we're not sure we can
always identify a physician's office building and ambulatory setting and an outpatient because you have these
things that are next to hospitals that seem to carry different names. And if we makeit substantialy different in
terms of the economic payment, economic incentive, we're likely to find the naming follow rather than the
otherwise --

DR. NEWHOUSE: It gives new meaning to the term, naming opportunity.

MR. MacBAIN: It's substantially different now, so what we're talking about is -- the
difference is already great enough that alot of that should have already happened.

DR. WILENSKY: Right.

MR. MacBAIN: So now we're talking about backing away from it and I'm concerned if we
do that, assuming that the hospital outpatient, which is the most expensive alternative, is the predominant
alternative -- and alot of communities don't have the alternative of having the services moved to an ambulatory
surgical center -- that all we're really doing is finding away of reducing the payment. And that could be done
in away that causes some real harm to hospitals.

DR. KEMPER: | just wanted to pick up on what Gail said about useful guidance. It strikes
me that thisis an area where we really need to do some more work over intermediate or longer run to be useful.

I mean, | think the basic principles we've been articulating about silo effects and so on are very useful.
But | think what this underscores, and particularly just throwing up the dides of what the

payments are, that trandating into something useful and into really payments requires both a clearer articulation
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of the differences between clinical differences and cost differences and so on. And then actually some thought
about how one would actually develop such -- equalize those payments and get rid of the setting disincentives,
at the same time ensuring that the more complex patients were treated in the outpatient department or where
they should be.

That's going to come over and over again as how to trandlate the general principlesinto
something practical. So it also becomes not very useful guidance at the general level we're talking about. So |
don't know how that playsinto the workplans, either for this year or subsequent, but it seemsto meit's
important to push it further to be useful to them.

MR. SHEA: Jm, just could you clarify for me to what extent HCFA and we are talking
about bundling here? Because we've been referring to this as a bundled unit. | thought | read the draft letter as
saying thiswas only partially bundled, because there was a decision not to include certain services for avariety
of reasons.

DR. MATHEWS: That's correct. The bundle of servicesthat HCFA has proposed hereis
more or less consistent with the bundle of servicesthat is currently paid for under the physician fee schedule
and the ASC rate. There are dight differences between the facility payments and the physician payment in
terms of the actual goods and services covered in the bundle, but thisis close, and | think we can resolve any
other differences.

The question in the future is whether or not to expand that bundle to include other ancillary
services that are currently paid separately and could continue to be paid separately into the future.

MR. SHEA: What's now outside the bundle in the current definition?
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DR. MATHEWS: Under the proposed definition here things like laboratory, x-ray, EKG,
ultrasound. Things that would ostensibly be related to a major service or procedure still in and or themselves
can be areason for avisit, if they are referred ancillaries and they can be billed and paid independently.

MR. SHEA: That'strue across all settings? They're not included in the hospital outpatient
and excluded in the physician office?

DR. MATHEWS: That's correct.

DR. WILENSKY: Now are we suggesting by virtue of our earlier discussion that our
recommendation would be for HCFA to concentrate first and us, to the extent we can be helpful, on trying to do
clinical or severity differentias rather than trying to figure out how to expand the bundle?

It seems like from what we've said that our sense would be, rather than figuring out the
bigger bundle, think about how to differentiate clinically for payment purposes people who use one setting
versus another. So that if we have comorbidities or age associated with procedures we will pay appropriately.
If it happened that they went to an ASC or a doctor's office, we want to pay them more. |If they happened to go
the hospital outpatient we want to pay them--

DR. ROWE: That would decrease the risk of getting servicesthat you don't need, just
because they're going to get paid for it, right? | mean, that'stheidea.

DR. WILENSKY:: Or getting payments that don't reflect the actual servicesthat are used,
which ismore likely.

DR. ROWE: That'sright, yes.

MR. SHEA: | think that'sright. | think we should just be cognizant of the fact that there's
another piece of this. Maybe it's not one that we've ever address, or maybe financially it's not al that important.

But it doesn't sound minor, in any case.
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DR. WILENSKY:: But it does seem -- | mean, again to the extent that we haven't -- | don't
know whether we've made that point clear, but that would seem to me, again, just at least giving guidance and
also could be guidance for us.

DR. LAVE: Can | raise another issue about this clinical thing?

DR. WILENSKY : | have Joe and Bill Curreri.

DR. NEWHOUSE: | wanted to turn to the SGR issue.

DR. WILENSKY': Bill, did you have a point on thisissue?

DR. CURRERI: No; it'snot on thisissue, so go on, Judy.

DR. LAVE: My point ison thisissue, and that is that whether or not we can give guidance
about where to look for this stuff. Because | find thiswhole areaterribly complicated.

But the outpatient department, | mean you go and you get an x-ray. |I'm assuming we
wouldn't think that an x-ray is more complicated in an older person than ayounger person. And we go and get
lab tests. | mean, there are lots of things that we go to get that one would not think would affect the patient
severity issues -- might not forget that.

So if you're going to worry about a patient's severity classification, where should you look? |
mean, | think that's one of the things that we have to redlizeis --

DR. ROWE: Just clinicaly I think that's wrong. Judy, | can go --

DR. LAVE: | don't know. | raised it.

DR. ROWE: | cantell youto go up, | want a chest x-ray. Stand against awall, take a deep
breath, don't move. Whack, you're done. Then | can take an 89-year-old demented woman and tell her, stand

up against the wall, take a deep breath, don't move, I'll take your x-ray. That's not the way it works.
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| have to have somebody get her there, somebody hold her, do it two or threetimes. She
moves, she breathes. | mean, it'sjust different.

DR. WILENSKY:: Butin fact it's not an issue because it's not part of the bundle.

DR. ROWE: Exactly.

DR. LAVE: Butitispart of the-- but thereis an outpatient rate for an x-ray.

DR. MATHEWS: That's correct.

DR. WILENSKY:: For an x-ray. But it'snot part of the bundle.

DR. MATHEWS: Right.

DR. WILENSKY: Soit'saseparate --

DR. LAVE: But you seeit does have -- but it comes to the issue of what we're talking about.

That'swhy | explicitly raised thisissue, and that's why, you know -- isthat we realy -- you have awhole bunch
of services, al of which are being paid afee schedule. And we have -- and the fee schedule isthe same
regardless of where thisis done.

DR. WILENSKY:: But thesiteisn't theissue. Again, you're saying outpatient --

DR. LAVE: But the question is, when we're giving direction to HCFA about who they
should be studying, to who they should look more expensive, if we take Jack's example, that is not something
you're going to be able to look at by looking at the claims data under a fee-for-service setting, because that has
to do with avery different kind of resources which are being used for those patients.

So | think it's very important to try to figure out where you think the problems are going to
arise with different kinds of patients so that you then go ook to see about how in fact you would conduct a

research project. Because to take this x-ray, all that's going to come up in the claims datain Jack's exampleis
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were two people holding her up. None of that is going to show up, but it's going to show up in the --

DR. WILENSKY': George, did you want to say something to respond? | think the common
work file might tell you that information.

MR. GREENBERG: I'm George Greenberg and | work at HHS and ASPI. I've worked on
outpatient issues for along time and it seems to me there are some fundamental questions here as | think of
them and I'd just like to share this, if | can. One issue in outpatient right now is Congress mandated several fee
schedules. There are around five of them. There's ESRD, there's clinical lab, there's therapies. | can't think of
five off the top of my head -- ambulance. And then we have thisrest that will be paid through the proposed
APC categories.

One big issue for the futureis, do you want to, when you talk about the future bundle do you
want to -- you know, the lab fee scheduleisalevel playing field. Do you want to incorporate that in the future
in the bundled system? And then do you want to apply that to the physician system, which is one way to go.
And there's a possible interregnum because | think the application to the physician offices may take sometime.

Or do you want to continue to extend fee schedules into the outpatient settings and use the
APCsto pay what isn't on afee schedule basis? And there are merits on both sides of that question.

Y ou can aways have a hospital bump-up to the fee schedule if you believe that the backup
capacity and the emergency room capacity is part of what the current higher cost that Jim mentioned is
warranted. Or another aternativeisto reallocate the overhead, because these are dl allocated costs that we're
talking about, to specifically pay. Y ou know, the emergency rate -- if you had a fee schedule for radiology as
well aslab, it may be that you've got to pay the emergency room and the other parts $300 a visit because that's

the true -- because you've allocated the overhead back.



234

The other issue in doing the bundled payments is the redistribution that the APCs create
among hospitals. | gather the AHA and others are doing studies of that. But if you're going to do APCsin the
OPD setting, which isthe way HCFA is clearly going, and you don't do it in other settings, is that amount of
redistribution which is created even by the limited bundling warranted and what problems does it create, and
what differences doesiit create, at least in theinterim? So these are the intellectua questions.

The other question that | have has to do with the difference between resource costs and
allocated costs. There have been several studies, some done by ProPAC in the past, that look at the resource
cost for outpatient services. And I've done some work with Henry Miller who | think has done some of the
work for ProPAC and for HCFA. And the surprising finding in each of these studies to meisthat the resource
costs in the hospital outpatient department in many cases are lower than for the ASC. That's asurprising
finding. | mean, there'salot of reasonsfor that. | won't go into it.

But one of the issuesis that hospitals have been unbundling overhead from the inpatient
department to the outpatient department for 15 years now. So when Joe raises the question about consistency
of payment and Jim gives you these charts, are we looking at artifacts of a cost allocation system or are we
looking at true costs of delivering the service? Which | think wereally -- for Judy's comments about an
efficient delivery system, we want to look at the true cost.

I'll stop now. AsJudy says, thisisarealy complex areaand just laying it out as | think -- |
was just trying to help organize some of the points that were made into some broader questions. But | think the
questions that must be resolved for the larger system one way or the other is, are we going to go in the direction
of bundling more, which the APCs take you?

Sort of not -- and incorporating ultimately the current fee schedules into those bundles? Or

are the fee schedules which currently exist, should they be kept and possibly expanded to some other services?
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| think that's a fundamental choice and it really getsinto this notion of level playing field. If the Commission
could give guidance on that issue, it would be terrific.

And the other is then the resource cost versus the accounting cost when you talk about level
playing field.

Then the third is, if you pay on afee schedule basis, you can have a hospital bump-up, you
can have a bump-up for severity, but what do you -- and if we're talking about true cost, then how do you keep
the hospital whole? Because a couple people mentioned the notion that the hospital might be damaged if you
pay acertain way on the lowest. And | don't think that'sthe goal. The god isto give efficient price signals for
these services. Again, those price signals should be clinically neutral.

DR. WILENSKY:: Let mereiterate the point | made earlier. | think what | heard the
commissioners saying that our advice with regard to -- thank you, George. It was very helpful. With regard to
thisissue about which direction we suggest HCFA move next, we would prefer to go in the direction of more
distinction to the existing bundles so that we know if we have clinicaly diverse bundlesin the bundles we have,
rather than trying to make the bundle bigger, at least as our next step.

We can decide later -- if that's a correct assessment, we don't have to make the decision now,
do we ever think they ought to do bigger bundles?

DR. NEWHOUSE: | think we disagree with going with the APC for the outpatient
department and Medicare fee schedule for offices. | think that was where we came -- that's how we came into
this discussion.

DR. WILENSKY: Right.
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DR. NEWHOUSE: Wedon't really say that, | think, very cleanly in this letter, and maybe
we need to say it cleanly. | think, George, that was very helpful. | think we need to probably say something on
two other issues at least that he brought up.

One was that we'd like to know something about difference in resource costs, and that would
require study. We clearly can't know that now. And if it'sright, and | believe it, that the resource costs are less
than these allocated costs we're looking at, then there's going to have to be an issue about how to keep the
hospital s whole with respect to overhead costs, or fixed costs, or whatever we want to call them, that have been
allocated. Those costsare real costs and have to paid somehow.

Then there's the issue that, | think on what George has called the fundamental issue of
extending the fee schedule further. Where we came down last time was consistency without really saying --
kind of deciding the question of which way we were going to -- which schedule we were going to make
consistent with which. 1'm not sure we'rein a position to do that now, although it sounds like we are headed
more in the direction of the physician office -- the more disaggregated payment rather than the more aggregated
payment. But I'm not sure about that.

DR. WILENSKY: And | don't know that at the moment we have to make that decision.

DR. MYERS: Question. You mentioned doing a study. Do you think it would be agood
ideato do a cost accounting type of alook on the various resource inputs by setting?

DR. NEWHOUSE: | guess| need to know more. | mean, Judy was -- this exchange we just
had about what's in the bundle and does the bundle really cost more? The answer to your question may be, it
does depend on what's in the bundle. Say if it's supplies, supplies probably don't cost more. Space costs? |
mean, I'm willing to buy the notion that ASCs cost more than hospital outpatient departments. It ought to cost

more to have a freestanding facility than use existing space in terms of resource cost.
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DR. MYERS: But do we need to know that multiplier? Would it be helpful to get a baseline
there?

DR. NEWHOUSE: I'm alittle reluctant to go that route personally because | think these
facilities probably differ alot within themselves, and to sort out kind of cost allocation of each hospital's
accounting system sounds like a nightmare of astudy to me. But maybe -- | mean, we are setting prices. |
agree with George's statement, we're trying to set the right price signals, and if those signals are way out of
whack with costs then we've got problems.

DR. MYERS: DoesHCFA routinely do thisat al? Does HCFA routinely look to see
whether or not the --

DR. MATHEWS: They havein the past. | don't think it's amatter of routine.

DR. MYERS: Inthe distant past or the recent past?

DR. MATHEWS: Late'80s, early '90s.

DR. MYERS: That'sdistant past. | mean, I'm not an accountant or an economist, but it
seems to me that every so often you want to check to see whether or not your approach is making basic sense.
Maybe I'm alonein that regard.

DR. NEWHOUSE: Y ou got one vote down at the end of the table for basic sense.

DR. KEMPER: Just two issuesto add to this longer run analysis. Oneisthe geographic
issue of we're dl thinking about cities where all three options might exist, al three settings might exist. Butin
rura areasthey're not there. So what's the implication of that in terms of setting and payment, patient condition
aside.

The second issue isif weretrying to set the right price signals, | think somebody mentioned

before that the physician payment is different from the total Medicare payment, and we shouldn't think -- since
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the physicians are mostly making the decisions, some thought needs to be given about who's responding to
what signals in terms of the payment.

DR. NEWHOUSE: We have to come to the sustainable growth rate, too. But in terms of
rural area, just kind of for my own information, am | right in thinking that, let's suppose there's one facility
where thisis done and it kind of sits there next to the hospital. |sthere a constraint on what that's called?

DR. CURRERI: Wéll, it hasto be licensed.

DR. NEWHOUSE: | understand. But can | call it the outpatient department, the office
building, or the ASC?

MR. MacBAIN: You could probably call it the outpatient department. 1t would operate
under the hospital's license.

DR. NEWHOUSE: Right.

DR. CURRERI: Becauseif it was an ambulatory care center you'd have to have a separate
license.

DR. NEWHOUSE: And | could clearly an office building, right?

MR. MacBAIN: That depends on the jurisdiction. Y ou could not in New Y ork state.

DR. NEWHOUSE: Why couldn't 1? You can't build an office building in New Y ork state?

MR. MacBAIN: For ahospital to doit | think you'd have some problems.

DR. NEWHOUSE: | can sdll it off to my physicians groups.

MR. MacBAIN: Yes, you could do that.

DR. MATHEWS: Joe, there are existing statutes listed in the Code of Federal Regulations

that list some criteriafor an ambulatory surgical center to be certified as such for the purposes of Medicare
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billing. Inthe past they have been alittle bit soft, and part of this proposal here does refine and strengthen
those criteria that you need to distinguish --

DR. NEWHOUSE: How would that bear on this notion that if something | was calling the
outpatient department | could re-label asthe ASC?

MR. MacBAIN: Why would you though?

DR. NEWHOUSE: | probably wouldn't. | only would if it were to my advantage.

DR. WILENSKY': I'm looking back at our letter and it does actually -- the only negative is
that we are not giving awhole lot of guidance to HCFA other than saying that having these payment systems
consistent is important, and ideally, some measure of clinical differences. But we're not giving them alot of
guidance beyond that.

DR. ROWE: Can we get a copy of the next draft? |sthe letter going to be sent before we
have our next meeting? Because they extended until January, right?

DR. WILENSKY: We're meeting in December. Y ou can see the copy of the letter before it
goes oLt.

DR. ROWE: Grest.

DR. CURRERI: I'djust liketo say that thisletter isvastly different from last month's letter
and | think it'simportant. 1'd like to congratulate Jim for actually reflecting very, very well what the
Commission said at its last meeting.

DR. MATHEWS: Which isdifferent than what's happening at this meeting.

[Laughter.]

MR. SHEA: Sowe'reredlly looking forward to the next draft.
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DR. CURRERI: Thereason | say that isthat the things that have been controversial today
were issues we didn't deal with last time. | just want you to know, | thought you did a bang-up job in reflecting
the Commission's discussion last month.

MR. MacBAIN: Thereisanother positive recommendation in there and that's to somehow
consider theimpact on low volume hospitals, especially rural hospitals. | think that needs to be underscored,
for the reasons | mentioned earlier, because this does not happen in isolation but happens with some other
things that are smultaneoudly decreasing income to the same ingtitutions.

DR. NEWHOUSE: | think thisis still murky, at least in my mind, in terms of answering
George Greenberg. But let me turn to the SGR issue because | think to say that we favor an SGR that is
hospital outpatient department specific seems to me that we are saying that we know something about how
procedures are going to shift back and forth between sites, and | am very uncomfortable with the SGR at avery
specific level.

| mean, it's one thing to say kind of the cost of the overall Medicare program ought to bear
somerelation to GDP growth. It seemsto me another thing to say that each little component of the Medicare
program needs to bear some relation to GDP, and to bear the same relation to GDP growth as every other
program. That would freeze technology. So | think the SGR needs to be applied broadly.

| think we probably should come back at alater point and grapple with the issue of kind of
why the SGR is or ambulatory services and we have a different system for inpatient services. But that's for
another day. But at least we ought to keep it as broad as possible.

MR. MacBAIN: The other issue that | raised yesterday too with regard to sustainable

growth rate, and that istrying to adjust it for changesin enrollment into or out of various Medicare+Choice
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plans, which gets back to where you ended up of let'slook at the overall growth rate and per capita Medicare
cost relative to the rest of the economy without breaking it down further than that.

DR. KEMPER: | had the same reaction of wanting the broader cap. But | guess| wonder,
Jim, whether you had done any thinking about what that meant in terms of future implications for the payment
in the various sectors, in the various sites. What does it mean? Would it then just be driven totally by
physician payment and this would be -- it really wouldn't be binding on, it really wouldn't have much effect on
where these procedures were done?

DR. MATHEWS: There would be a single ambulatory update that would reflect changesin
the provision of services and GDP specifically related to all settings that we would define. They would all float
together to the extent that --

DR. CURRERI: But how would that deal with the shift from inpatient to outpatient?

DR. NEWHOUSE: That'sthe issue that we've got to deal with at alater date.

DR. CURRERI: That'swhat you're saying, that if there was a massive shift one way or the
other you'd have a problem from year to year.

DR. NEWHOUSE: But that's true now, Bill. There'sabig shift into physician offices.

MR. GUTERMAN: Oneway to approach the issue might be to have an update framework
where you consider increases in resource costs in the outpatient setting and then have an adjustment factor for
either appropriate or inappropriate switches, you know, shifting from one setting to another, if you're interested
in controlling it on the setting level.

DR. NEWHOUSE: | don't think we know enough to do that, to say what's appropriate and
inappropriate. | would rather, | think, just set some overall caps that would be fairly broad and let the medical

delivery system sort it out.
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DR. KEMPER: Broad in the context of this letter is different from broad in the context of
what you're saying. Y ou're saying much broader for the Medicare program as awhole.

DR. NEWHOUSE: Yes, but that issue can't be dealt with in this letter.

DR. KEMPER: | understand that. I'm trying to get -- in thisletter, HCFA really would
rather have a very specific and narrow cap. And if | understood the sense, we're saying, no, it should be a
broader --

DR. NEWHOUSE: But the letter saysit would be difficult to implement, and | confess |
didn't see why it would be difficult to implement.

DR. WILENSKY': A broad or anarrow?

DR. NEWHOUSE: Broad. Well, either. | didn't seewhy it was --

DR. WILENSKY:: It'sdifficult to implement a broad unless you have some guidance about
if you exceed the cap what you do about it.

DR. NEWHOUSE: Y ou're subject to -- then, you know, the system kicksin and you --

DR. WILENSKY: Would you just do proportionally?

DR. NEWHOUSE: Yes.

DR. WILENSKY:: | think that we certainly can say that it --

DR. NEWHOUSE: Let meput it another way. That seems better to me than -- suppose you
had abig -- it was considered clinically appropriate for stuff to shift out of the hospital and into the outpatient
department, so there was a surge in outpatient volume? Then if you have a separate system, that clearly
reduces the unit payment alot in the outpatient department. That seems to me worse than decreasing

everybody proportionaly, if you have abig increasein --
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MR. MacBAIN: Let'suse Jack's earlier example. Suppose there were an effective treatment
for Alzheimer'sthat required fairly intensive treatment in an outpatient setting and resulted in alarge shift of
patient care from hospitals and nursing homes to the outpatient setting.

DR. WILENSKY: That's why you want a broad --

MR. MacBAIN: We penalize the very system that we're relying on to provide that care.

DR. WILENSKY': That'swhat he's saying.

MR. MacBAIN: Sowhat we'rerealy saying is, aslong as Medicare overal -- if Medicare
spending per capitais growing in amanner that consistent with the economy, we don't care who's spending it.

DR. NEWHOUSE: Be clear though. What we have now is a system whereit's Medicare
ambulatory spending is growing. That was Bill'sissue.

MR. MacBAIN: And that may or may not be appropriate.

DR. NEWHOUSE: We need to cometo that issue, but it can't be in the context of this letter.

DR. LAVE: | think we haveto be careful. | think everybody sort of has a sensethat it's
going up alittle bit too fast, but we certainly probably be it should have gone up alot faster in the last 10 years
than it went up in the 10 years before that because of the change in technology that has taken place, right?

DR. NEWHOUSE: Yes, but that's my problemin --

DR. LAVE: Right. Sol think that we're all agreeing with you that we would rather go to an
overall cap.

DR. WILENSKY: Or at least abroader cap.

DR. NEWHOUSE: But then | was asking why it's administratively difficult, because the

letter saysit's administratively difficult to have abroad cap.
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MR. GUTERMAN: | have aquestion from the staff. Y ou're talking about an overall
Medicare program cap?

DR. NEWHOUSE: Not for thisletter. That's an issuefor alater date.

MR. GUTERMAN: What are you talking about for thisletter?

DR. WILENSKY:: For thisletter | think what we're -- the concern about having the cap too
narrow and that a broader --

DR. NEWHOUSE: We're talking about ambulatory cap.

DR. WILENSKY': A broader ambulatory cap would not be administratively difficult aslong
as it was specified what happens when you exceed the cap.

DR. MATHEWS: So you would bring in payment in the physician office setting?

DR. WILENSKY:: Yes. Our recommendation would be to have a broader ambulatory cap
rather than a specific ambulatory cap by site of care.

DR. CURRERI: But inthelong runyou really want to get away from that to atotal
Medicare cap so you can account for the shift from inpatient to outpatient.

DR. WILENSKY:: Probably, but we don't have to make that decision today with regard to
thisletter.

DR. KEMPER: | agree with what you're saying | think, but what | was asking Jim was, what
isthe resistance at HCFA to that broader cap? What isthe technical --

DR. MATHEWS: I'm not sure. | can look into that.

DR. NEWHOUSE: The letter saysit would be administratively difficult to implement.

DR. WILENSKY': That's our letter.

DR. ROWE: That's our letter.
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DR. NEWHOUSE: Our draft |etter.

DR. WILENSKY: He's saying what's HCFA'sresistance? That's what he was asking.

DR. ROWE: Thisisour -- we think it's administratively difficult.

DR. NEWHOUSE: Why do we think that?

DR. ROWE: He'sasking HCFA thinksit's --

DR. NEWHOUSE: | assumethat -- al right.

MR. MacBAIN: | till have a concern, if the main trend is from inpatient to outpatient, then
if we lump hospital outpatient together with physician sustainable growth rate and ambulatory surgical centers
we're still going to see that go up, potentially, faster than the SGR would allow because of a shift from inpatient
to outpatient. We're just spreading the pain across awider audience, so now physicians get to share in some of
it. Butit gtill isn't -- it's still reducing payments because the right thing may have happened, and I'm concerned
about that.

DR. WILENSKY: We have, and we can again say, that we think the SGR that was set was
too low. And to the extent we think the ambulatory SGR istoo low, we can say that. But | think the point here
isdo we-- | mean, we can say no SGR, but | don't think -- that was against where we were.

We can say an SGR or an expenditure cap that is specifically for hospital outpatient, and
one, which already exists, which is specificaly for physician fees. Or we can see that it would be an
improvement to look at the ambulatory as a group and say that whatever sustainable growth rate is applied,
ought to be applied to the ambulatory and not just to each component.

My senseisthat iswhere we are now, that most people think it would be better to have an

SGR applied to ambulatory rather than to each piece of the ambulatory. We can say here and we can say in
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another more appropriate place that we're concerned that having an SGR on ambulatory which is unrelated to
an SGR -- maybe not the same, but at some kind of a growth rate for inpatient and post-acute is unwise.

MR. MacBAIN: For the system expenditures as awhole, because we also -- if it's till just
on the fee-for-service side, you've got this other issue of how do you deal with movement into or out of
Medicare+Choice plans. But | think what you're saying islet's -- if it'sjust going to be ambulatory for now
because that's all we can practically expect, set the SGR high enough that we're not going to bump into it.

DR. WILENSKY: That'sawhole different issue of what we set it at. What we're saying is
that we ought to think about an SGR that includes other pieces of ambulatory besides just outpatient.

DR. NEWHOUSE: I'm assuming that SGR for Medicare as awhole requires statutory
change, so it's outside the context of thisreg.

DR. WILENSKY:: Right. Sowe'rejust making acomment about the SGR for hospital
outpatient. Are people comfortable with -- Peter, you're looking very --

DR. KEMPER: No, I'mjust -- it strikes me I'm not sure we really have fully thought this
through with this comment about we're setting up a cap that discourages the very kind of substitution of
outpatient for inpatient care that we --

DR. WILENSKY: What our recommendation last spring -- I'm not sure that is what we're
doing. Our recommendation last spring said that we ought to have aloosely-defined expenditure cap for
outpatient. Have something in place but have it loose, because we thought there were still lots of movements
going on.

The point we're trying to make now is -- but we don't have to make this point -- isthat it

makes more sense to think about ambulatory care as a group expenditure rather than as sector specific in
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thinking about expenditure cap or sustainable growth rates. So that we ought to think about these various
pieces of ASCs and outpatient and physician offices as a sector and not try to have different SGRs within them.

We can say here, but obvioudly it doesn't have any effect because it's outside of the current
statute, that it would make more sense to have sustainable growth rates looking at broader yet pieces of
Medicare.

MR. MacBAIN: | think we should say it, if for no other reason than to point out that when
thisfirst year is done and a bad result results, if it does, to sort of point out some of the areas that may have
caused that that may not really be problems. It's better to have alarger definition of ambulatory, but it till
doesn't deal with the fundamental difficulty of a sector-specific SGR.

DR. WILENSKY': Right. And | think there'salot of sympathy --

MR. MacBAIN: Ted, what's your sense of this from a physician's perspective? Because
we're lumping you in with the rest of the --

DR. LEWERS: | really don't know what the effect would be. | have noidea. It may be
beneficial for the physician. | mean, | just don't know.

DR. WILENSKY': It'shard to imagineit's going to hurt the physician more than keeping it
at GDP.

DR. LEWERS: That'strue.

DR. ROSS: If | may, again when you're lumping al these together are you talking
exclusively about the practice expense and the facility payment as being lumped together under one SGR, or
are you including the work values that we currently have?

DR. NEWHOUSE: | was proposing one SGR for all ambulatory.

DR. ROSS: Irrespective of whether it's facility or physician work component?
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DR. NEWHOUSE: That wasn't very explicit, | agree with you. Soif people want -- we
ought to see if anybody favors a narrower -- in effect, two pots.

DR. WILENSKY:: Given the discussion we've been talking about, the broader -- the point
we're trying to alow for shiftsto occur that are either technically or medically or economically appropriate and
try to get away from this silo mentdlity.

DR. NEWHOUSE: Yes, not have the payment system get in the way of what would
otherwise be clinically appropriate.

DR. WILENSKY': George, do you want to add to this?

MR. GREENBERG: Let mejust share athought or two here. Again, we've wrestled with
this, and of course, the reg says, we wrestled with it and we don't have a choice yet. But again, there are
important trade-offs to think about.

It seems to me one option, when you talk about a broader SGR, is expanding the current
physician payment system, which already has clinical lab servicesin the outpatient department in it. So one
thought is, what else in the outpatient department do you think is really under the -- and again, the fundamental
issue hereis, do you think -- what controls outpatient volume? Isit the physicians ordering or does the hospital
itsdlf influence the physicians behavior?

So | think that's the fundamental thing you need -- if you're going to have a separate SGR for
outpatient, you've got to have some theory that the hospital can influence the volume or at least influence the
behavior of the physicians. So | think those are important things to think about.

The other problem is whichever way you go there's a dilemma and there's a trade-off. If you
have a separate SGR for outpatient, then -- again, where there are fee schedules, there are going to be

differential updates. You've al dealt with differential updates for classes of servicesin the fee schedule, and at
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least we went back to asingle conversion factor. A separate cap at least opens up anon-level playing field
where there are payments because you're going to have different updates based on volume in different settings.

If you go the other way, then you pull the hospital outpatient department apart. If you have
the broad system, then there are going to be differential updates within the outpatient department for different
services. That | think isan inevitable effect of going to one choice or the other. So | guessthat's just an
important trade-off to think about.

DR. NEWHOUSE: Why are there different updates within the OPD?

MR. GREENBERG: Because the physicians will be getting -- | think it depends on the
different servicesthat -- let methink it through.

DR. WILENSKY:: It seemsright now for purposes, again, of what we are advising HCFA
we think -- | guess we can give alittle more thought on thisissue -- that it is our preference to have a broader
ambulatory rather than a narrow site-specific SGR so that we alow for trade-offs to occur when they're
clinically and economically appropriate. But the specific implementation about what you do if you exceed
these ceilings is something that will require some further thought.

I'll ask for whether there are any comments from the public and then we will go into recess
until 1:15. We're going to reconvene though at the scheduled time.

MS. WILLIAMS: Deborah Williams, American Hospital Association. | would have to say
that we believe that patient care characteristics are very important to study. | wish | had more confidence
analytically that we would be able to do so.

For instance, in the outpatient, the coding rules are that you code the reason for the visit, not

the resulting finding like you do in the inpatient. So for example, someone comesin and they say they have
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angina, and they have gas, the code will be angina. And the same way, if that person is a diabetic, it may not be
recorded on the claim itself.

If you remember Chris Hogan, when he was looking at risk adjustment issues, found all
these parapl egics that were miraculously cured the next year. So | think that you may even need some kind of
multi-year bill to pick up what the underlying differentialsreally are.

The second comment | wanted to make was on the issue of accounting costs. The Medicare
cost report is not for the faint-hearted.

[Laughter.]

MS. WILLIAMS: For instance, one of the things I've been thinking about is to calculate
Medicare allowed capital costs you have to subtract off investment income. And | believe the investment
incomeis not pro rated for Medicare's share. Medicare writes the rules, so they writeit in away that favors
them.

So | began to wonder, for instance, what we observe as capital costsimproving in the mid
'90s, isthat alessening of Medicare allowed capital costs? Isthat cost control, or isthat merely the financial
market doing better and trends in bond crossovers? | don't really have an answer for that.

And the same way, I'd like to say another issue obvioudly that's not for the faint-hearted is, of
course, the site of service differential. We know that there are different regulatory requirements aswell as
you've got to think about the payment. For instance, what's the effect of differing labor shares for ASCs versus
the hospital OPD? If you had payments that were similar or very closely the same -- for example, diagnostic
colonoscopy is higher in ASCs today than hospital OPDs. Do you, because of the differing labor shares, give
an incentive to establish ASCsin rural areasin away that's detrimental, pulls off the easier patients from

hospital OPDs?
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There's al the ways these little adjustments to the payment system sort of work out that
might spill over. And | know thisiswhat you're getting at. | just wanted to point out that it's just, again,
another way perhaps that's not for the faint-hearted.

MR. LOPEZ: Jorge Lopez with Akin, Gump, Strauss, Hauer & Feld. I'm here today to
comment briefly on outpatient PPS on behalf of the 10 freestanding National Cancer Ingtitute designated cancer
centers.

Asyou might have seen in the presentation, OPPS is going to have avery, very significant
financial impact on the cancer centers. By HCFA's own estimate, the expected reduction in Medicare
outpatient paymentsisin excess of 29 percent, which isamost eight times the national average impact of 3.8
percent. And we have done someinternal calculations of our own that show that that might be conservative.
Our internal projections are that the possible impact may exceed one-third.

So obvioudly, the cancer centers are very concerned about this, and we worry that losses of
this magnitude might have a very significant impact on the ability of the cancer centers to fulfill our mission of
providing state-of-the-art cancer treatments for the Medicare population.

The reason that we think that we're adversely impacted in this way dovetails with the reason
that the cancer centers were originally exempted from inpatient PPS. That isto say that we believe that our
practice of medicine is simply incompatible with a prospective payment system that does not recognize the
unique characteristics of our patients and the intensity of the servicesthat we provide. That really iswhat is
comes down to.

In that regard, one very important factor is that because of the very narrow focus of the
cancer centers, we cannot avail ourselves of averaging. In other words, when we provide money-losing

services, such as state-of-the-art advanced cancer care, we can't offset that with more favorable payments for
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other less complex treatments. That's avery important fact and something that | think isintegral to understand
why the cancer centers lose money under this proposed system.

What we have proposed to HCFA or are in the process of proposing is some kind of
payment adjustment for the cancer centers that would recognize our unique circumstances. Asyou may know,
in the Balanced Budget Act, Congress asked HCFA to consider establishing a separate conversion factor for
the cancer centers that accounted for special characteristics. We're currently preparing comments to the agency
that will make that request and ask them to establish such a conversion factor.

Thank you for your time.

DR. WILENSKY': Thank you.

MS. MCELRATH: I'm Sharon McElrath with the AMA. On the basic question that George
raised as to whether you want to do more bundling or whether you want to extend a fee-for-service approach
across the whole waterfront. | think you need to keep in mind that when you bundle in physicians offices you
end up with a system -- | mean, people are worried about whether there's too much averaging in this system
even for the outpatient departments. When you move thisinto a physician's office and you have some
physicians who tend to get al the most complex cases, then your bundling problem becomes even worse. So |
think that you need to think about that.

In terms of how would we like for the SGR to work. For starters, we would like for it not to
happen at al. But the question of whether you should lump it or not, | think that it would be good to have some
simulations of what would happen and how would you -- once you had lumped these things together, then when
you were trying to apply the adjustments, how would you do that? Would you do that on each part of this

system, have a different one, or would everyone have the same?
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If hospital outpatient is growing -- I'm not sure of the number but | think it'sin the range of
12 percent. Physician expenditures are growing in the range of 3 percent. That's abig enough -- and hospital
outpatient is going to be a big enough part of the whole part to really shift the numbers around.

We have physicians already looking at a negative. You always talk about, we would have a
more generous cap. Frankly, we've heard that before. We started out with a more generous cap and then we
are down to one now where we are looking at negative SGR.

Then just finally, | think that physicians already have an incentive to -- because under their
own SGR alot of these services that are being done in the outpatient department are services that -- they are
penalized already if they perform too many surgeries or if the expenditures go up for surgeries. So the degree
to which you get more of an incentive for physiciansto practice efficiently, it's not
a100 percent kind of thing.

DR. NEWHOUSE: Can | pursuethat aminute, Sharon? Let's take your example of the 22
percent versus the 3 percent.

MS. MCELRATH: Twelve.

DR. NEWHOUSE: Twelve percent. It seems-- oneresponse, | suppose isthat the 22
percent was mostly an accounting artifact and it's fine, therefore, to whack the outpatient rate 22 percent.

But it seemsto meif you've got -- this goesto George's point realy, | suppose, about
differential updates. Once you've got the two systems, if you're trying to maintain some kind of system that has
relatively neutral prices between the outpatient department and the office, that if you then superimpose on that
shiftsthat are real in terms of where the thing is being performed, that you then unbalance your prices, just

because of the differential updates. Isthat right?
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MS. MCELRATH: We haven't come down on one side or the other. | just think it would be
good to good to have more information and to think about it in more detail asto how it would play out before
you went one direction or the other. | think that the PPRC report -- | don't remember which year, but the year
when we were all talking about lookbacks -- that that would be instructive because it went into some of these
same kinds of questions.

DR. WILENSKY:: | agree. | think that we are talking about something that's significantly
different from where we are now. It would be instructive to do some simulations to try to get a sense about
what would happen if we put in place such a system, and to look at the results.

In part, actualy | think some of the concerns and considerations that came up after the '95
proposals when you were having nine separate lookbacks is what we're concerned about and that's why we are
looking toward a broader cap rather than a sector specific. But | think it's easier for usto say what our
principleis, but | think it's appropriate to say exactly how you would implement this and the implications it
would have, is something that we ought to at least try to do some simulations.

MR. MacBAIN: For purposes of writing aletter to the HCFA administrator though, where
arewe? I'mkind of lost.

DR. WILENSKY: | think as | have heard it, unless people want to change their mind before
it actually goesin, we are advocating a broader rather than a narrow SGR in terms of ambulatory care. We
think that it's preferable, and the issue of exactly how it gets allocated out is something that we can raise. But
that iswhat | have heard people -- and again, | think, on balance, it's preferable to having this narrow silo SGR.

MR. ASHBY': | know thisis public comment time, but | thought it might actually be useful
to go back and review some of the findings that we ourselves did come up with on these accounting cost issues

anumber of years ago.
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As George Greenberg alluded to, we did do a major study about five years ago where we
attempted to get at real resource costs, and we did so by going to a number of hospitals that had implemented
the most sophisticated cost accounting systems that the market had, to generate information for themselves on
their costs by payer and between inpatient and outpatient. We then, for the same set of hospitals, compared to
what is generated through the Medicare cost report to try and get a handle on how accurate the Medicare cost
report datais.

We did, on the one hand, as George mentioned, did find the expected. That isfor ancillary
costs, particularly to ancillary costs thereisindeed a rather major shift from inpatient to outpatient, or an
overstatement of outpatient cost. The numbers were on order of about a 20 percent overstatement of outpatient
ancillary costs and about a4 or 5 percent understatement on the inpatient side.

But a couple of other things were of interest. Oneisthat on the allocation of overhead, we
actually found very little evidence of allocating overhead costs differently between inpatient and outpatient
except that we were cautioned by the experts that one of the leading techniques for doing thisis virtualy
undetectable, and that is what they call direct costing. Y ou take your housekeeper or your billing clerk or
whatever, and you take them out of their respective department and you employ them in the outpatient
department where 100 percent of the cost will now show up there.

Thetroubleis, we could not measure that. And if we redid a study today we till basically
would not be able to measure that.

One other thing that's kind of an aside but isreally sort of interesting to just keep in the back
of our minds, and that is that while we found some evidence of Medicare outpatient costs being overstated, we

also found evidence of Medicare inpatient cost being overstated on the Medicare cost report.
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That takes place not on the ancillary side but on the routine cost side where the evidence of a
hospital's own sophisticated cost accounting system showed that Medicare patients on average are less costly to
treat on the actual nursing units than are other patients. So the misallocation is between Medicare and other
payers rather than inpatient and outpatient. On balance, we found that Medicare inpatient costs were about 4
percent overstated in the cost report relative to our best estimate of what they really are.

DR. MYERS: I'll reask Joe my question from 30 minutes ago. Given that report, it's clear
that a study is possible. We've doneit before. Five years have passed. Don't you think it would be agood idea
to redo it and even in amore sophisticated way at this point to really get a baseline as to where that shift has
actually changed?

DR. NEWHOUSE: We should see what everybody elsethinks. | guess my answer depends
on (a) the cost of the study; (b) the answer to Jack's question about the stealth janitor who got allocated over to
the outpatient department. | mean, the study may not be al that helpful.

DR. MATHEWS: The study that Jack's referring to was a study using 1988 cost reports for
| believe 78 hospitals. | don't know how representative they would be currently or to the 5,600 or 5,700
hospitals that might --

DR. MYERS: Why isfresh knowledge not useful? | don't get it.

DR. WILENSKY': To the extent that you think that therereally is an alocation and it's
happened by making indirect into direct costs, you're not going to seeit. That'sthe only thing, isthat if you
really think that that's where the big action is going on, that you have arbitrarily labeled direct what isreally
indirect --

DR. MYERS: And there are not other ways for usto get at that?
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DR. WILENSKY:: Apparently not. But we can think about that some more and get back to
you. That'sreally theissue, isif that's where the action is and you're going to missit -- you missed it before and
you'll missit again -- you're not going to really answer it.

| know we have gone substantially over. Let me plead with commissionersto try to be back
hereat 1:15. We have two more sessions before we finish this afternoon.

[Whereupon, at 12:46 p.m., the meeting was recessed, to reconvene at 1:25 p.m., this same

day.]

AFTERNOON SESSION [1:25 p.m]

DR. WILENSKY: We have a major section on access to care; Nancy, Susan, and Janet.
Nancy, are you leading off?

MS. RAY: Yes. Good afternoon. I'm Nancy Ray and I'm going to be presenting, along with
my colleagues Susan Philip and Janet Goldberg, access to care and our proposed workplan.

In putting together your reading materials and the proposed workplan wefirst reviewed
previous Commission meeting transcripts and reports as well as reviewed some of the more recent peer-
reviewed literature. Our workplan represents a broad view of access that has previously been taken by the
Commission. We considered access to be "the ability of attaining timely and appropriate health care of
adequate quality such that health outcomes are maximized." Using this broad perspective, accessto care
affects beneficiaries' use of services and ultimately their health outcome and quality of life.

Previous Commission analyses have examined various access issues including how

characteristics and organization of the health care system affects access, differencesin access based on
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beneficiaries socioeconomic status, and how access affects beneficiaries use of and satisfaction with health
care. Our workplan builds upon this previous work.

In your reading material we reviewed the conceptual model that has been used in the past to
study access. What | would like to focus on this afternoon are the six proposed projects that we set forth in
your mailing materials that will continue the Commission'swork in access.

As| said, the six studies build upon previous work by the Commission. Additionally, the
common themeisto try to flesh out reasons why certain groups of beneficiaries are vulnerable groups, have
limited access compared to non-vulnerable groups. We want to try to get a better handle on what are the
barriers of care, which will hopefully lead usinto figuring out what strategies and programs can be
implemented to reduce access inequities.

As numbered in your workplan, the first three studies are what | call qualitative. Thisis
using the same numbering scheme in your mailing materials. Thefirstisaliterature review. The second isthe
early warning system. Thethird isfocus groups. Then thelast three studies are three formal data analyses
using administrative claims data and survey data.

Not to confuse you but I'm going to be presenting the studiesin dightly different order.
Actually, | think we'll be saving the best for last. | will first be presenting the literature review and the three
formal data analyses, Janet will present the focus group project, and Susan will present the early warning
system project.

Thereview of the literature really speaksfor itself. We want to look at peer review literature
published during the last five years. We want to obtain copies of reports published by nonprofit foundations to
look at what other people have studied in access and what their findings are. We want to specifically target

studies that have to do with vulnerable populations, with diffusion of technologies among Medicare
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beneficiaries, use of health care services, how beneficiary attitudes affect access, and different kinds of
interventions that have been used to increase access among all patients.

Going on then, if there are no questions up to this point, to the next study is thefirst of our
three formal dataanalyses. In reviewing the literature, various researchers have concluded that increasing
access to care, especially among vulnerable groups, must be based on changing their perceptions and behavior
as well as modifying the characteristics and organization of the health care system.

This study tries to better understand the relationship, the interrel ationship between
beneficiaries attitudes and realized accessto care. The objective of this study isto look into the
interrelationship between beneficiaries attitudes, subjective access indicators, and actual use of services,
objective access indicators, for different vulnerable groups.

The goal of the study isto try to better understand disparities among groups of beneficiaries
that have historically had limited access to care with the ultimate god of trying to make some possible
recommendations to HCFA for additional interventions and programs among these groups of patients.

The data source for this study will be the Medicare current beneficiary survey. This survey
includes beneficiaries opinions about how satisfied they are with the quality and availability of medical care,
their confidence with their medical provider, and whether they think their provider has a good understanding of
their medical history, as well as whether they seek medical care when they're fedlingill.

The objective access indicators, we are looking at three different kinds. Thefirst will be use
of preventive services, and that's obtained from beneficiaries self-reports that's included in the Medicare
current beneficiary survey.

The second measure will be hospitalization for ambulatory care sensitive conditions. These

are conditions that have been previoudly defined by the Institute of Medicine and the Agency for Health Care
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Policy and Research. These are conditions that are considered to be treatable in ambulatory care setting and
consequently should not result in hospitalization. This measureisincreasingly being used as away of looking
at access among different groups of patients. Examples of these conditions -- and they were included in your
workplan -- are diabetes, asthma, COPD, and pneumonia.

The third objective access measure will be to look at overall use of ambulatory physician
services, emergency room services, and inpatient hospital services. Both this measure as well asthe
ambulatory care sensitive measure would be determined using claims data.

Going on to the second formal dataanalysis --

MR. SHEA: Inthat first study, do you know if that survey includes questions about whether,
instances of where people needed care or care was recommended by a physician but wasn't, they weren't able to
get it? They didn't get -- including pharmaceuticals.

MS. RAY: Thereisaquestioninthe MCBSthat | believe says that they did not get a
pharmaceutical dueto cogt, yes, and we can take alook at that.

DR. WILENSKY': Isthere aso information on whether a physician visit was recommended?

| think on NAMSI's --

MS. RAY: On NAMSI'sthereis, yes.

DR. WILENSKY': Isthere anything on the CBS that would give an indication that
something was recommended and whether or not it was used?

MS. RAY: | will look into that.

DR. KEMPER: Do you want comments on each one as you go along or do you want to
finish?

MS. RAY: I'm okay either way, whichever you prefer.
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DR. WILENSKY:: | think | would just as soon -- although we run the risk that we had this
morning and you'll have to give us some guidance if our comments start becoming so involved with alater
presentation, just tell us and then welll have the later presentation.

I'd like to raise an issue that is a very broad-based issue and just get some reaction from
other commissioners about whether -- if they agree, and if so, how elseto handleit. Thisisthe question about
whether or not we include use as access. | like very much the empirical work that is being implied in terms of
looking at whether preventable diseases occur, or use of services or not use of servicesthat may have been
recommended by physicians.

| think those are very important measures for where we are in the health care system. But |
have trouble with regarding that as access. We can call terms what we want them sometimes, but | tend to
regard access as agenera physical availability within some kind of time or geographic constraints to meet
health care -- more the firgt, the narrower definition. And just have difficulty calling use access, because use
has so much combined with the individual's own actions and views toward the health care system, and efficacy,
and potentially economic aress.

But | find that there's -- | mean, | would like to know something about whether there'sa
problem with physical or geographic availability. And | think it's very instructive to know if people don't use
recommended services why they don't use recommended services. It might be that it's physically there but it's
not there at atime of day when they can get to it, and | would regard that as an access measure. So it's not just
geographically there but something about it, at a time when you can reasonably get there.

| just personally find it more confusing to lump in the use and occurrence of preventable
disease. Again| want to bevery clear. | want to have that analysis because | think it's a very important

analysis. | just feel uncomfortable not distinguishing these kinds of measures, and calling one much more --
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access is access, and something else alack of appropriate use, or recommended use, or however we want to
termit. But | just have trouble putting these two concepts together.

| don't know how other people react to that, so to help me -- again, | want to be clear. | don't
want to not have thisin there. | think it's very important information. | just would likeit really distinguished,
and use almost anything other than access.

DR. MYERS: Areyou looking for comments?

DR. WILENSKY': Y ou're welcome to make your own comments. | wanted to raise this now
because it goes to the heart of how we're thinking about this now. Again, it would not take awhole lot to make
me happy in terms of the distinction, but rather than raise it each time we get to it, to have this discussion
earlier. So you can either comment on that, or if there are people who want to comment on that and then also
comment on what we've had presented.

DR. MYERS: | think it's even more complicated than that, and | was going to make this
comment when we were having our discussion of physician supply. If you drew adiagram, there's overlap
between supply, access, and use. But there's clearly an areain all of them that doesn't overlap.

When | was commissioner of health in New Y ork | would always wonder why there was an
access problem in that most of the facilities were within one or two subway stops of where the patients were.
That'swhen | wasredlly hit very hard with the notion of being welcomed, the notion of whether or not you were
being encouraged to come versus discouraged to come.

And especidly with the frail elderly, especialy with the elderly patient that doesn't
necessarily fit the socioeconomic desired patient characteristics that a particular group of physicians or aclinic

would have. That isareal issue. Whereasyou and | may not be discouraged by that, many of them very clearly
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and definitely are, and can be easily discouraged by the way that they're treated, the staff questionsthat are
asked.

How do you factor that into the notion of the GeoA ccess program whereit's clear that within
avery limited space and they can get there relatively easily, yet they clearly will not use the facility. And that's
good according to some of the people that want to discourage them from being there. So | would just add that
as even an additional complicating factor when thinking about access, use, and supply.

DR. KEMPER: | think that would be an appropriate topic for the focus groupsto -- that's
not going to show up in the data but it might well show up in the focus groups.

| guess just responding to your comment, Gail. To me, it's sort of a semantic matter, and if
there's a semantic solution, that's fine to call it access, use and satisfaction. Thereare also | think some sort of
satisfaction or assessment indicators here which | wouldn't -- might not call it just access. Some people would
clearly say accessisthe whole ball of wax and some people are just, can you get to --

DR. WILENSKY:: Let me-- | mean, | think you have to be careful because access can
suggest -- and I'm going to give you an example -- can suggest some appropriate or reasonable policy
responses and these can be very different things. We've talked in this country about our low rates of
vaccination and immunization. And depending on whether or not you had -- cost of the vaccine might be an
issue for some people. Whether or not you had facilities that were available.

When you hear reports of mobile vans going into public housing units and 60 percent
vaccination rates of two-year-olds, it's not -- | don't want to make this that thisis not a seriousissue. But when
you say access, you get people coming up, in my mind, with funny policy responses because you're not -- |

mean, | think access to most people does mean something about reasonably, conveniently availablein
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geography or space. And | think people also would -- they might put it on adifferent level but say, that even if
it'sthere, if you're really shunned in some serious way, it's there but it's not there.

But | think that how we use these terms of do we "have an access problem in Medicare" and
what isit, or if we have a change in payment rates and we see some utilization differences, or if we have a
change in arrangements do we see some utilization differences, I'm just uneasy about lumping that under, we
have an accessissue here. So | regard it -- obviously any time you put alabel onit at some leve it's a semantic
problem. But | regard it as more serious than just, it's a semantic kind of problem in a sense that you can cal it
purple --

DR. KEMPER: | guessthere are two issuesin my mind that go beyond the semantic. One
is, what do welook at? What kind of data do we present? And | think there's both access narrowly defined as
you're using the term, and utilization, and some measures of satisfaction are all useful to look at. What
inferences you draw about it could be quite different because | don't know whether more service useis better or
worse. It sort of dependswhat it isand so on.

But if you seethat al of these measures are lower for one group than other groups, | think
that raises ared flag and access of that group, even if no one of those indicators would lead you to say there'sa
problem. When you look at the whole set of them then you start to rai se questions about whether thereisa
problem with the Medicare delivery of servicesto that group, whether it's access or other kinds of problems.

So | would just argue that we ought to look at all of these measures and then be cautious
about what kinds of inferences that we draw from them.

DR. WILENSKY': | guessto the extent that we can clearly distinguish them, we have

frequently used in the past, there's access problem, let's increase the reimbursement rates to such and such so
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we'll have more of them. But in fact, if they're there and they're not being used, it's not clear that that'sa
particularly appropriate policy response. There's something el se that's going on.

So as| said, thisisan issue | have had to wrestle with for the last 25 years since working
with Ron Anderson and friends on thisissue. Part of is, economists meet medical sociologists and we stumble
over some of the concepts.

DR. KEMPER: Can | just make one other comment? Onething on thisanalysis, | wanted to
make sure that you had in mind doing the time trend analysis and talking about how these measures, both the
subjective and the objective measures have changed over time, and continuing to do that kind of monitoring of
access. Because it seemsto me that would be very useful.

So it wasn't explicit here, but that to me would be -- whether it's the clinically based
indicators or the current beneficiary survey measures, those time trends seem to me, from my perspective, the
most important thing to do.

Y ou stated the goals for this analysis comparing the subjective and objective measures,
which | fully agreed with and it's very well stated. | didn't quite understand how relating the subjective to the
objective measures would meet that goal. As| understood it, the goal wasto try to identify where there might
be problems with people getting services for whatever reason, and then try to figure out what the reasons for
that was.

| mean, you had a much better statement of it than | did about what the objective was. |
didn't see the relationship between the objective and the analysis, how that would inform that. So maybe you
could say alittle bit more about that.

MS. RAY: What we wanted to try to flesh out in the analysisis, for example, in looking at

patients who say that they're very satisfied with the care that they're being delivered, what is their actual use?
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L et me backtrack a second. Of people who are very satisfied with the health care system,
what istherate of preventable hospitalization and does that differ compared to people who are not satisfied?
And to seeif that goesin the direction that you would expect it to within given beneficiary socioeconomic
groups. Or if it differs based on the "vulnerable group" that you're put into.

DR. KEMPER: But it just seemed to methere'sasimpler, prior question islooking at al of
these various measures, how do they vary across groups, and why do they vary across groups? That the
interrel ationships among the various measures, | couldn't see immediately how that would help understand
where there might be a problem and what the nature of the problem might be. Maybe you can just think about
that.

MR. MacBAIN: | think we got into all thisin the context of what we're going to talk about a
bit later, the early warning system, and were these changes that are coming down, particularly the physician
payment fee schedules going to produce access problems where there hadn't been any before, or were
specidists going to stop participating and so on? In that context | think we are talking about a change in use as
being the measurable variable that would be an indicator.

So if we're going to do a broader survey of the differences between availability of services
and actually use of services, that'sfine. But | don't want to lose sight of what got usinto thisinitially, whichisa
change in patterns of use occasioned by changes in the payment policies.

MR. SHEA: There'salot of history behind this access debate and | think my perspective
historically differsalittle bit from the one that you expressed because my concern over time has been that if you
were too -- you could err on the side of missing some people who are having problems getting the services they
need. But | don't have any problem with looking at thisin a different way, or breaking it out into different

categories.
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The one thing that | think isimportant that we try to captureis, if there are significant
obstacles to appropriate clinical care, | think we want to know in all the different ways that that occurs.

DR. WILENSKY: | agree. It'sjust I'm more comfortable talking about it in those terms.

MR. SHEA: The onethat'sin the front of my mind is this drug cost question, because we've
heard so much about that and | know it's getting alot of attention in the Commission.

DR. WILENSKY:: But actudly | think that that's a more comfortable phrase of art for me
than calling it access.

DR. LAVE: | want to ask one question about access. | agree with you about what it is that
we really want to distinguish between things which | think are sort of access issues which sort of are indicators
of the types of barriers that people may face in seeking care. That may be one way to define it as an access
issue. So the doctors aren't there; the doctors won't treat them; the doctors snarl at them.

The oneissue that | think we should raise up front -- | was just following Woody's comment.

He'saphysician. Heraised it. | never knew any doctor that was like that.

But the question that | havein terms of thisiswhether or not we ought to be tracing, in terms
of access, the financial congtraints, in terms of the proportion of people who have Medicare only as being an
access issue and other issues. So that in fact we can actually try to zero in on the cost as being a specific access
barrier.

For instance, | waslooking at this data on delay dueto cost of care and | would have found
this extraordinarily informative if | had had the insurance status across there. Because then | would know
whether or not in fact thiswas primarily a cost -- | mean, you could tell pretty quickly whether what you're
observing is primarily afinancia accessissue or whether it isawhole host of other things, and to what extent

are they divided up in that way.
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| think that to the extent that we can do that, that it would be helpful to try to find out of these
phenomenon that we are concerned with. And | think that we want to focus not on sort of use, but on use of
people say that matters to them. So that would be something that | think | would put up front, because if that
turns out to be the big issue then we have a, you know...

MS. NEWPORT: | guess | want to agree with everybody. Reading this| wastrying to, |
think as Gail has rightfully identified, define what we're looking at, what we need to look at. 1t comes down to,
there'sjust alot of issues on the table.

But just going back to the what the lead-in on our materials saysis -- the thing that resonated
with meisvulnerable populations. What are they and how do they get care? Access and availability isaterm
that is used commonly in my industry and | think that we're trying to capture alot of ephemeral things here but
not necessarily things that are unimportant.

So | guess|I'mjust trying to say, we need to define this very well for ourselves so we do
understand what thisis. Maybe perhaps in this day and age we need to revisit the issue of our payment system'’s
changes impacting this, and maybe not.

There may be alot of things that we identify as a problem here, but I'm not comfortablein
saying right now exactly what it is except that | have this need for some kind of definition. What are we
looking at? Isit access? Isit availability? Isit the vulnerable populations? And where do we start? Do we
start with the most vulnerable and identify who they are and then work our way into the rest of this?

| have more questions than answers, obvioudly. But | think we need to define this very
clearly before we -- or understand. Let'snot defineit. Let's understand where we need to go on this. All of this
seems like very good work and very positive directionsto go in, I'm just not sure where we're -- it's so broad.

I'm seeking afiner definition.
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DR. LEWERS: | agree with definition. | agree with essentially Gerry's definition as|
understood it. But also in definitions, Nancy, you've used two terms which I'm trying to figure out where that's
coming from.

Y ou've used the term of providers and surveying providers and the satisfaction with
providers. Then in another spot you've used physician. Areyou looking at using the term physician as
provider, or are you looking as al other elements as far as providers, hospitals, et cetera? | just wasn't clear.
At one point you used that term provider and then at another point you talk about ambulatory physician
services, which is a broad spectrum. So can you clarify for me exactly what you're surveying?

MS. RAY: Sure. For example, when abeneficiary is asked where his or her usual source of
careis, that may indeed be aphysician or it might be some other type of medical provider. | apologize for
perhaps using the term interchangeably, and it's not. | think it matters specifically to the context that I've used
it.

MS. JACKSON: For those of you who know that | have frequently said that there seemsto
be an access problem with a certain category of beneficiaries and it never came -- | seem to have gotten it from
what someone said but not from astudy. Y ou would say that the study says that thereisno problem. We,
meaning Medicare beneficiaries, say that there is a problem.

| would think that if thisis going to give us any information that says that there's areal
problem, then we should do it. And we should also be able to determine, what can we do about it?

DR. NEWHOUSE: | just have three small suggestions for you. Thefirst is, you've given us
alot of one-way classifications. 1'd prefer to see multivariate analysis, even when we go to Judy's comment that

shewantsto see it with Medigap, no Medigap. | would rather have that than controlled.
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Second suggestion is, when you want to compare the Medicare eligibles with the 55 to 64,
you might also consider a category of the over 65 with employer-based insurance as a comparison group.

MS. RAY: We can do that.

DR. NEWHOUSE: Third suggestion goes to the satisfaction measures. There's a second
generation of measures -- and | don't know what access to have to data that use them -- that basically go to
patient report and they differ from satisfaction because they ask patients about specific experiences they had or
didn't have.

For example, were you told about possible side effects of your medications? They're an
improvement over satisfaction in part because satisfaction it's very variable, and particularly it's not very
variable among the elderly who tend to report that they are satisfied, whereas this spreads people out more.

So if you can get at those kinds of measures, | would suggestion you do that.

DR. WILENSKY:: Peter, and then | think we ought to go on to the next section.

DR. KEMPER: One comment on this, and that is that it seemsto me the financial liability
work ought to be coordinated with thiswork. It just seemslikethey'reintrinsically related, at least along the
dimensions that Judy mentioned. But also just focus on income and expenditures as a percent of income and so
on.

DR. WILENSKY: Do you want to go on to the next section of this area?

MS. RAY: The second formal data analysisisto use a survey that's recently been made
available by the Agency for Health Care Policy and Research. It's called MEPS, the Medical Expenditures
Panel Survey.

What we want to do with this survey istwofold. The first iswe want to look at what we're

calling access here, between people enrolled in Medicare who are 65 to 74 years of age to people nearing
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Medicare enrollment; that is, people 55 to 64. Wethink thisisimportant because we would like to look at how
Medicare changes, or if Medicare changes access among specific groups of patients. Even though this will be
across-sectiona analysis, we think that we can gain some information from this analysis.

The second goal of this study -- this survey includes information about whether or not the
Medicare beneficiaries are enrolled in the fee-for-service program or in an HMO. So we want to look at
differences in access of Medicare fee-for-service versus HMO, and to the extent that we can, compare these
findings to what has previously been reported from the Medicare current beneficiary survey.

Thefirst question is, what is MEPS? Again, MEPS has been conducted by AHCPR. Itisa
household survey and provides nationally representative estimates of health care use, expenditures, sources of
payment, and insurance coverage datafor calendar year 1996 for the U.S. civilian, non-ingtitutionalized
population. Unfortunately, not al of their files are released yet so we are working with the information that is
currently available.

There'sinformation with respect to patient satisfaction with care, and there's information
regarding use of health care services with self-reported use of preventive services like cholesterol testing, going
for aphysical, flu shot, prostate exam, pap smear, breast exam, and mammogram. Then right now thereis
overall use of office-based physician services, outpatient department services, emergency room, inpatient
hospital, and home health care services.

I'll go on to the last of the data studies that we are proposing. This one, the goa of this study
isto update the clinically-based indicators that were previously developed by PPRC. We are proposing to use
datafrom
mid-1997 to mid-1998 and compare these indicators to those derived previoudy by PPRC in two different

analyses, '92
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to '93 and mid-1994 to mid-1996.

Wethink that thisisimportant because this will -- going back to a previous question, it will
provide uswith a historical assessment asto, if thereis adifference in these clinically-based indicators, and
then within which population groups does it occur.

This study will use amethodology similar to the one used by PPRC in 1995 and 1997. Just
very briefly, a1 percent sample of elderly Medicare beneficiaries will be selected for thisanalysis. This
analysis uses Part A and Part B claims data. Specifically, individuals who were enrolled in Medicare Part B
during this period of time and received their care in the traditional Medicare program will be potentially
eligible for inclusion in the study population.

Like| said before, questions that we will be able to answer from this project will be, for
example, has the use of recommended services changed in the last six years? Hasit remained relatively stable?
Are there changes among specific vulnerable groups?

Lastly, I've aso proposed to construct the hospitalization ambulatory sensitive measure and
add that to the clinically-based measures to start us looking -- using that measure for this claims-based analysis.

DR. KEMPER: | think the clinically-based indicators are great, and the tracking of that
should be high priority. On the analysis of the medical expenditure survey data, what will we learn from
comparing the near elderly to the elderly? | understand there's an issue of extending Medicare coverage to the
near elderly, and if that's the focus of it, I'm not sure whether we want to get into that. But if that's not the focus,
then it seems to me there are a number of uninsured people in the near elderly group and we could find out that

their access was lower and -- I'm just not sure what we would learn from that.
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With respect to the comparison of HMOs to the traditional fee-for-service, I'm not sure why
the beneficiary survey isn't better for that becauseit's got a much bigger sample. But if we do it with either one,
you need to be careful about differences between the groups, and that's not a small qudification.

| guess my real question is, what would be the value added of those two analyses compared
to the current beneficiary survey? And one answer might be -- I'll go back to Joe's comment earlier -- that there
may be alot more of these subjective -- that we may have gone to the next measure of self-report quality
indicators of particular visitsand so on. If that'sthe case, | would suggest you might just look at that relative to
the vulnerable populations and compare those. It just strikes me as a big investment.

DR. LAVE: | want to talk about the clinically-based indicators and the concern that -- |
have one concern and aquestion. The concernsthat | have about it, particularly in terms of the time trend, are
one that Peter alluded to. That isthat between 1992 and 1993 and 1994
to 1996 we've had alarge increase in the proportion of people who shifted from the fee-for-service sector into
traditional Medicare. So you're not really comparing the same populations any more.

So | don't know what you can do about it, but it does strike me that you at least would have
to age -- you'd have to age adjust it, at least, it would seem to me in order -- if you're going to look at thisin
terms of your trend lines. Because it may be that the people remaining in traditional Medicare, for instance, are
older because they are less likely to shift than the younger people. So that's just sort of a cavesat for doing that.

The second question that | haveisaquestion of sort of interest. That is, do we ever
recommend that women stop getting mammograms every two years? | mean, is there an age beyond which we
should not be counting this measure any more? | can't imagine, for instance, in amillion years persuading my
mother to go and get amammogram. | just don't know whether or not thereis an age at which it's no longer

recommended every two years. Because it would also make a difference in how you interpret this data.



274

DR. LEWERS: Itisdebated, but | don't think there's been any standard.

MS. ROSENBLATT: | want to generalize the question Judy just asked because when | was
looking at the charts on page 14 to 15 in the material that did atime comparison, it was interesting to me that
some of the measurement improved and some of it didn't improve. The question | asked myself as| was
looking at the stuff that got worse over time was, isit because practice patterns have changed and there are
people out there saying you really don't need to do that?

So | think if we could look at all of these measures and get some clinician to say, don't look
at this one any more, it's not relevant any more, practice patterns have changed, that would be helpful.

| also want to add on to what Peter said about the comparison of the 55 to 64-year-olds with
the 65 to 74-year-olds. | think looking at those two groups, there'sjust alot of noise. | know you're sort of
stuck with the data that's available, but it would seem to me that working status in the 55 to 64-year-old group
in particular -- in the 65-plus also because of Medicare as secondary payer and al that kind of stuff -- that
working status might be important if that is available in the data.

Because | think there could -- if there isin fact a problem that you read about in the press
about the 55
to 64-year-olds losing coverage or in fear of losing coverage, that's going to add to the noise, and working
status just might be important.

DR. NEWHOUSE: You've got that, right? Y ou know that.

MS. RAY: Yes.

DR. NEWHOUSE: Soit'snot inthe noise. You can do that for us.

MS. RAY: Yes.

MS. ROSENBLATT: So you're saying we can adjust for working status?
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MS. RAY: Yes.

DR. NEWHOUSE: And insurance statusin the
under-65.

MS. RAY: Yes.

MS. ROSENBLATT: The other thing that might be important is to distinguish between
where the insurance is coming from, whether it's privately purchased as an individual or provided by the
employer. Because my guessis, at that age, if it's privately purchased it's much less insurance coverage, and
that might be the only way you're going to pick up on that. Might have very high deductibles and it might limit
the number of conditions, et cetera. So somebody has lost their employer-provided coverage, they may be
forced to buy something that's very, very limited.

Finally, just another data source that you didn't hit when you were listing al the research
things, and | don't know how good or bad it is. But there are alot of states that provide benefits, states as
employers and as ex-employers.

So if you look at like CaPERS, or you look at the state of Illinais, or the Massachusetts state
program, these are programs that insure hundreds of thousands of people in some of these big stateslike
Chicago, like lllinois or Massachusetts. They also often include coverage for after you retire. And alot of that
information could be made public, | think, if you got in touch with the right people and asked it. So just
another idea about sources of information.

MS. NEWPORT: In this section | guess -- again going back to our need for definition, | was
reading your dides saying compare access between beneficiaries enrolled in a Medicare HMO and
beneficiaries enrolled under atraditional fee-for-service program. That's different than the kind of discussion

we're having right now in terms of clinical indicators, depending on how you define access.
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| am pointing it out, for example, access in some states for managed care entitiesis very
strictly defined; so many specidties, so many -- depending on your projected population, drive times, things as
mundane athat. So | think that it'simportant to again, sort of touch back how we're defining this.

The other part in terms of sources of data -- and | think Alice has got agood idea-- isin
terms of the large employer groups that might have alarge retiree population aswell. But also looking at some
of the -- although it's very formative, the Medicare HEDIS data that is starting to be reported. That may be two
years out before you have an acceptable measurement in some of these areas. But that might be beneficia to
take alook at in terms of what you're finding on the fee-for-service side. Just as an option.

MR. MacBAIN: Will the datalet you do a comparison between access as measured by the
clinically-based indicators and designation as medically underserved or health professional shortage area?

MS. RAY: Yes.

MR. MacBAIN: That might be interesting.

MS. RAY: Yes, and that actually was done in the past and we were planning on doing that.

Moving the presentation on then, Janet is going to now present our focus group concept.

MS. GOLDBERG: Questionnaire data provide an indication of where there are disparities
in access to care and what populations are potentially vulnerable to access problems. However, we do not fully
understand why disparitiesin access exist. We think that focus groups will provide useful information that will
increase our understanding of the reasons for access problems among specific vulnerable groups of
beneficiaries.

Focus groups will aso help us understand how beneficiary and health system characteristics

affect the use of services, beneficiary satisfaction, and health outcomes.
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Information from focus groups will enable us to refine and improve future quantitative
analyses. Therefore, we think that this method will provide valuable beneficial information. We anticipate that
focus groups will generate hypotheses for more formal dataanalyses. They will also provide an opportunity to
explore personal experiences and views which may not be captured by written questionnaires such asthe
MCBS, the National Health Interview Survey, or the MEPS.

Focus groups accomplish this by probing beneficiaries' beliefs, attitudes, and perceptions
about various aspects of beneficiaries interactions with the health care system. Information about personal
experiences and perceptions will complement and enhance analyses of questionnaire and claims data.

In addition, focus groups may suggest areas where new survey questions may be needed.
Finally, the group dynamics of this method stimulate discussion.

There are severa drawbacks associated with focus groups. One drawback of using focus
groupsisthat the findings will not be generalizable. There may also be circumstances that are out of our
control that could affect our results.

For instance, some participants may be reticent about discussing their opinions, or one
participant may try to dominate adiscussion. Careful selection of amoderator who has extensive experience
with facilitating focus groups will help increase the quaity of the information we collect. On balance, we
believe that this method will provide useful information to help clarify and complement information from other
SOUrces.

We suggest that each focus group be comprised of beneficiariesin the same vulnerable
group or groups. Participant selection would be based on beneficiary characteristics, characteristics of the

health care system, and geographic region. \We welcome commissioner insights about selection criteria.
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Focus groups would be organized using baseline information about beneficiary
characterigtics. Specifically, baseline information would include beneficiary demographics like age, sex, race,
education, and income level, health status factors such as the presence of selected chronic conditions and self-
reported health status, several basic measures of access like health insurance coverage and availability of a
usual source of care, and also whether the beneficiary is enrolled in afee-for-service or arisk plan.

Assuming commissioner interest in this method, we would hire a contractor to facilitate
focus group sessions. Becausethisideaisin its developmental stages, we would likely use pilot groups to
evaluate utility of the method before making further decisions about the number of groups we would convene.

Participants will be asked questions to clarify the type of access problems they face aswell
as reasons for poor access. Focus group questions will explore beneficiary attitudes and beliefs that influence
how they interact with the health care system, structure and other characteristics of the health care system that
influence how beneficiaries access care, beneficiary use of different types of health care services, and
beneficiary satisfaction with the care that they received.

| would like to open it up to comments or questions.

DR. MYERS: Thisisan extremely important and tricky area, and the first thing comment |
would make is to go back to what Joe advised you to do earlier. That isto take alook at the emerging literature
on patient-centered care and evaluation of care as opposed to the old patient satisfaction of care that dedlt in
many respects with the hotel functions with facilities. Whereas now the theory and the practiceisto really deal
with patients' concerns about the practice of medicine, the practices they're exposed to.

Susan Edgeman-Levitan, Paul Cleary, and Tom Delbanco'swork at the Picker Ingtitute in
Boston arereally serving now asthe models. There are othersaswell and | think you can learn alot from what

the AHA and other groups have done with their work, and how they are applying it in their facilities.
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| would think that you'd want to get a group that has experience with that approach, and has
experience with creating focus groups using that approach before we actually invest the funds necessary to do
thisright. You canlose alot of money very fast in thisarena. Forming your questions, knowing the area very
well before you walk in and what you're trying to get out of it is absolutely vital and | would encourage you to
do alot of homework up front and get that advice before you actually spend the dollars.

DR. WILENSKY: That'sreally good advice.

DR. KEMPER: One question | had is whether these focus groups might be double duty with
some of the beneficiary choicework. That'sjust an ideato think about. And | don't know whether that just
makes too much for one focus group or not.

| guessin terms of choosing the groups | would think it would be useful to choose the groups
based on your literature review and any early analysis of where you'veidentified potential problems, and then
make the whole focus to try to understand what the nature of what the barriers are to the problem.

| also think it's important not to necessarily go in assuming that there's an access problem. |
think it would be more useful if you allow the group to tell you where access is good, where the system is
working aswell aswhereit'snot. It might, in that context, be useful to have a couple of the groups -- | don't
know how many you're going to do -- drawn from popul ations where you're not identifying an access problem,
just to see whether you get a different kind of story from that group.

MS. NEWPORT: Our experience with focus groups, we've found that the best information
and measures, informed measures that you can get out of it have to do with giving them something very
concrete to react to. | think you've identified it very well in making sure you have the right moderators and that
type of thing. So your challenge will bein this-- and I've always found them extremely interesting to observe -

- isdo give them something -- don't have a generalized discussion.
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Y ou're going to have to be very disciplined about what you're looking at and how you define
those terms. I've seen focus groups with everything from aretired physicist to a retired housewife where the
best reaction in there was the retired housewife. | think that you have to very clear, because -- they are the
health care coordinatorsin this country basicaly. So | think that areal think we have to be -- and then it
informs the rest of your study. It becomesthat kind of amplification as opposed to sometimes hard line data. |
think it's valuable; | really do.

DR. WILENSKY: These are obvioudly areasin which there are people both on the
Commission and people in other areas where there's a great deal of expertise and | think it's only our concern --
it'savery good thing to do, but just make sure you inform yourself about what everybody else has learned.

Do you want to go to the early warning?

MS. PHILIP: In previous meetings the issue was raised on how MedPAC can obtain
information on beneficiary accessto carein atimely manner. A need for some type of early warning system
was expressed. We need to answer questions like, where are the hot spots or areas where beneficiaries are
experiencing access problems? And what are the characteristics of beneficiaries that are experiencing these
problems?

To answer these questions we have developed a framework for a surveillance that we call
the early warning system. The early warning system has two main pieces. First, the creation of a network of
reporting organizations and government entities based on a selection criteria. Second, the development of a
survey questionnaire that will effectively collect information about beneficiaries accessto care.

Reporting organizations can include nonprofit organizations, advocacy groups, research

organizations. Government entities can include congressional offices, federal agencies.
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In doing so, we will focus on vulnerable populations -- in conducting the early warning
system we'll focus on vulnerable populations, including older beneficiaries, lower income beneficiaries, those
with poor health status, and ethnic minorities.

The goals of the early warning system. We hope that the early warning system would allow
usto identify emerging access problems. This could include problems of accessin specific specialty groups, or
access to specific types of services, or access problems within a geographic area.

By selecting organizations that represent or seek out input from vulnerable groups, we hope
to identify characteristics of beneficiaries with access problems. Arethefrail elderly in particular experiencing
access problems? Are African-Americansin specific areas experiencing problems? And how about those
without supplemental insurance, are they having problems accessing care?

Finally, from our observations or the responses we obtain from our questionnaire, we hope
to generate hypotheses for further data analysis.

The early warning system method has severa benefits, the primary is that we can obtain
information in atimely manner. Soon after a beneficiary has reported an access problem to their
congressperson or to a beneficiary advocacy organization, we can obtain that information depending on the
periodicity of our survey. And I'll get to this later.

Also, this method of gathering information allows us to be systematic in our approach.
Finaly, the early warning system also allows us to be flexible in targeting specific geographic areas and in
targeting specific beneficiary groups and services.

There are also definitely challenges of the early warning system. First, we lose the ability to

have statistically testable observations since we have alimited number of responses and since the responses
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will not be generalizable. Responses from organizations such as advocacy groups may also be biased and the
responses could be subject to learning and gaming our survey.

In order to select organizations and government entities into the early warning system
network we have created a selection criteria. Since the details of this are outlined in the mailing material, I'll
just highlight afew points. The selection criteriaincludes the membership or congtituent base of the
organization or government entity. It also includes the mission or the mandate of the organization.

In the survey we could include questions to help determine whether the organizations fit our
selection criteria. For example, what are the constituent membership characteristics of the organization? What
percentage of members are elderly or disabled? And if were surveying an organization that primarily
represents providers, we could ask what percentage provides care to Medicare beneficiaries? How do these
organizations obtain the information? Do they get this information through the Internet, through phone, public
meetings?

The survey questions may a so help to determine the reliability of responses. For example,
the mission statement of a nonprofit organization, or the mandate of an agency, or the requirements of a
subcontractor. These may be useful in determining whether the organization will actually obtain information
on beneficiary accessto care.

The survey questionnaire will, of course, then ask about beneficiaries accessto care. Have
beneficiaries reported problems of access? What are the demographic, health, and coverage characteristics of
these beneficiaries? What are the reported barriers to access? Arethey transportation, are they financial, et

cetera?



283

If the Commission decides to go ahead with this approach, engage in beneficiaries access to
care, there are certain methodical details that should be considered. Sample size. The size of the sample may
vary depending on available resources and our immediate and long term needs for information.

In the short term, one option is to develop an early warning system network of nonprofit
organizations and government entities based on the selection criteria that we have mentioned and then sample
subset organizations and government entities for our survey. A rotating sample subset could help minimize the
likelihood that respondents will learn responses and game our survey. Sample subsets could be based on
region or timely issues, such as access to home health services.

In the longer term, we can choose from afew options. We can either maintain, expand, or
narrow the existing network. Then we can continue to choose subsets to survey, or we can survey all the
organizations within the network. If we go with alarge scale sample, however, we may want to consider an
external contract.

The survey administration method. We could either administer the questionnaire through
mail, electronic mail, or telephoneinterview. The questionnaire could be administered on a quarterly basis, or
on aneedsbasis. Other intervals are also worth considering.

And the use of supplemental questions to addresstimely issues. If anissueisdrawing
particular political attention, we can use supplemental questions to address that topic. The sample subset could
also be selected to include organizations and government entities that focus on that specific topic.

Finally, once we do identify a hot spot or a specific area with access problems, we need to
decide what to do. One option would be to more systematically research that problem. This could be done by
surveying providersin that market, or we could also perform data analysis of that specific area by obtaining

100 percent of the claims data from HCFA of that particular area.
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So there are severd things to be considered and I'm sure you al have comments.

MS. NEWPORT: | guess my fundamental concern about thisisthat it's not going to be early
or warning. | just don't think that you can possibly anticipate what's going to happen. I'll give you some
examples. | haveto awaysrefer to the HMO industry because at least | have some understanding of what's
going on there.

Y ou can have something as simple as a provider group deciding not to renew their contract
with a managed care entity, which happened just recently, just afew minutes ago. For aparticular county, that
may drive hundreds of beneficiariesto call their congressman and say, the sky isfalling. Thefact isthese folks
-- I'm not saying thisis a positive outcome because it doesn't work for the HM Os either -- is that they have not
lost accessto care. They are just shifting back to fee-for-serviceif there's no other choice in that marketplace
or that town or that county.

So | think it's very important, if you're going to have a hot spot response is being able -- and
you'veidentified it. You have identified it, that there's this problem, there's anecdotal problems with some of
this. The other part of it goes to, surveying and resurveying when there is a status quo, you're going to run out
of people who are going to be willing to participate in those things. Even the most conscientious consumer
group.

So having said all of this-- and I've got other concerns -- but there's a couple of areas where
you can probably, maybe get reliable information. Some of them are the regiona offices of HCFA. They are
the folksthat are online, at least on the managed care side, with their managed care contractors and can identify
maybe some areas of potential upset. But again it's potential. 1t's sometimes in the eye of the beholder.

Even managed care doesn't know necessarily if a provider group is going insolvent until

maybe they start hearing complaints from the physicians that are under contract that they're not being paid by
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this other entity. Again, that may not trandate into any access problems. That may just be avery
geographically defined issue that may not be a problem.

| think the other reliable source is consumer groups. They are the ones that are getting the
calls. But again, you have to view that in context. Y ou could have -- and I'm picking a number just to be
arbitrary -- a5 percent complaint rate for X number of beneficiaries in that area, and that could be absolutely
normal for decades at atime, or not. But | think it gets really difficult to sort of pick out what's really a hot spot.

It could disappear in aweek. And | think that's the problem with trying to deal with this.

But | would really get to, try to define afairly reliable resource for your information, and sort
of stick to that and maybe have some sort of informal networking or something. But | don't know that a
standard survey going out quarterly is going to give you anything because aweek later after you get the results
of that survey tabulated, something which you had absolutely -- no one could ever define -- would come up.

| think right now -- maybe thiswill settle out in acouple years. | hope so. But right now |
don't think you're going to have anything that is putting you anything but behind the curve on alot of this.
Because even some managed care entities are behind the curve on some of it. They don't know they have a
problem because it hasn't exploded yet, because a provider system is going insolvent.

DR. LAVE: | guessthe concern that | have isthat it seemsto methat thisisavery
complicated thing to do, and that we have to put alot more time and thought into how to do it if we're going to
doit. Theother concernthat | have isthat we've got an awful lot of stuff on our plate in the accessissue. |
mean, we're talking about sort of mounting focus groups, we're talking about analyzing data that hasn't been
analyzed before. 1'm concerned about sort of being spread relatively thin on some of these issues.

| guessthat it might be better to do some detective work on how you might want to do an

early warning line rather than do anything in place, but to sort of have that on the back burner. Talk to some
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area-wide agencies on aging. Y ou know, | keep thinking about if | -- of all the old people | know, who would
they call? It's not even clear to me who some of them would know in fact who to call, who their groups were.
The AARP clearly is...

So | would put that sort of in a detective, on the back burner, because I'm concerned about
the amount of effort we've put on here and the amount of data analysis and stretching ourselves too thin | think.

DR. WILENSKY: We had gotten into this idea of early warning because we were
concerned by the time we could actually seeit for afact it would be way after the fact when something had
occurred. But the issue, becauseit is so difficult to pick it up without having away to systematically assess
responses to questionnaires or to other factorsis-- | mean, the flip side of that, it's very hard to know you've got
something.

So we may want to try to remind ourselves, thisis what we were concerned about. But the
right way to do it -- | mean, | don't want to challenge thisissue. We need to spend more time both thinking
about how to try to do an early warning system and where to put it in the priority with regard to some of these
other issues that were raised.

MR. MacBAIN: Judy used the phrase, distant early warning which brought back memories
of the dew line of radar installations across the northern part of Canada back in the days of bombers, which
didn't do you much good if you were in northern Canada, but it was helpful if you lived somewhat further south.

| think similarly on Janet's point, for those of us who live on the West Coast, we've come to view Californiaas
our dew line. And if you can measure what's happening in California, it will at least give the rest of us a sense
of what's coming.

MR. SHEA: You could add Florida.
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MR. MacBAIN: A little less facetioudly, in picking agencies to be our data sourcesin this,
have you had any opportunity yet to gauge how well they can accumulate and store the datato complete a
quarterly questionnaire? For instance, do congressiona offices maintain these kinds of complaintsin a
systematic way so they could report by categories, or are they even willing, or do their have the staff to do that
sort of systematic reporting?

And | think Judy's point too of who do people call isagood one. Maybewe needto do a
little broader 1ook.

Also there's another source of information that we may want to tap, and that's the trade
associations. If we're concerned that urologists are going to start dropping out of Medicare because the rates
are no good, Ted islikely to hear about that before anybody actually does something. That isan early warning
system. Similarly, if nursing homes start looking askance at certain types of Medicare admissions, their trade
associations are going to --

DR. ROSS: There's an issue of false positives there.

DR. WILENSKY: Yes, we've had somewhat -- I'm not sure we would --

MR. MacBAIN: That's the issue of manipulating that this area has.

DR. WILENSKY:: I'm not sure we would find that to have been a very accurate predictor.
But it could at least say, we want to go look at participation rates. Here'saway to go look.

MR. MacBAIN: The radarsin Canada occasionally picked up flights of geese.

DR. LEWERS: | agree with Janet and Bill in particular. We started this, as| recall, because
we weren't comfortable with the data we were getting and it was late. Because when you get it in the surveys,

that's usually -- it's over and done with by that point in time. At that point we began this, we talked about some
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of the early warnings of being with physicians and physicians offices and the services that they're providing.
And as Janet says, payment delays are an early sign that you're going to begin to see perhaps someonefail.

But | noted in the paper you said you wanted to sort of stay away from physicians and other
providers. But knowing whether physicians are laying off some of their office staff, which is occurring in
certain areas. They lay off -- they had two nurses; they're down to one nurse. So the servicesthat are being
provided in the office have diminished. These are early warning signs that we were trying to get to at that
point, and | don't think that we've addressed them. | don't think they're easy to get to, but they're the earliest
signs| think you can get that you've got problems coming into an area.

In Maryland we've just had another physician network group go belly up. The warning signs
were there along time ago about changesin personnel, going out and raising more money, another group
coming in and investing in them, and another group of investors getting out. All of these are clues that -- you
know, we knew ayear ago this group was going to go down. While they kept denying, and everything isfine,
thewarning signs are laid out there.

| think that's some of the material, that if you're going to do it -- and | agree with Janet, it's
niceto haveit. But you're going to have to look at that sort of information, which asfar as1'm concerned, the
beneficiaries aren't going to see. They're going to be the last one to basically come up and say, that's the
problem, or going to be a problem.

So | don't know how you design that, but there are signs out there, particularly right now
with groups that are failing and groups that are in financial trouble, that if we could somehow work out a
system to, if not survey it, but at least track it. | don't know quite how to do that from a point of view, but that

would be my recommendation or consideration.
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DR. WILENSKY:: | just want to remind people that one of the things that we have doneis
that we are doing some of our own surveysin order to try to get information. So that this may respond to some
of what we were looking for before.

MR. SHEA: | think this should teach the staff for responding to a commissioner's request. |
actually think what you have here is not afirst cut, but sort of arough list of al the things that might happen,
and | agree with my colleagues about needing to sort thisout. Y ou may find that there would be even some
national resources like through AARP. But mostly you're going to -- thisis a matter of constructing something
locally.

So | think what that suggests to me anyhow isto think about a couple of experiments, a
couple pilotsin significant size areas or states where you could test different methods on that. Ted'sideas
about some of the more detective work; you know, what are the signs that indicate trouble is coming down the
road.

| also think that even if we were hearing about things just as they, or relatively soon after
they impacted the beneficiary level, like groups cutting back services and so forth, that's ill alot earlier than
anything we're getting now, and would be worthwhile. But what exactly would be worthwhile investing afair
amount of time and resources over time | think you can only figure out by testing out afew things, which means
it's going to take awhile to devel op this.

But | think thisis actually very worth doing, given the amount of change that -- | mean, |
think our original ideawasright, and | think alot of what you've come up here with, Susan, and your
colleagues, isagood list to work from. | have some specific suggestions, but maybe we could just follow up

and | could send them to you.
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DR. WILENSKY:: | have Peter and then Bill Curreri and Janet. Can | ask peopletotry to
keep these comments short so we can get to our last session?

DR. KEMPER: Firg, short comment. | don't think any systematic data collection is going to
be able to get at geographic, small area geographic problems. So | just don't think we're going to be able to get
at that through any early warning system, and trying to do it might just make the whole effort less useful.

Secondly, | thought you did anice job of laying this out, but having it -- seeing what we
asked for laid out in thisway made me wonder whether we were going to get from it what we thought we were
going to get fromiit. | certainly would agree with Gerry, | would not go forward without some very careful pre-
testing and letting uslook at it to seeif it'sreally going to yield anything that is our response to the early
warning desire that we so clearly expressed.

| guess the third thought | had was, | wonder whether, following up on what Ted said,
physicians might be a good source of information on problems with some -- not so much what's happening to
the practices, but simply asking them as part of the physician survey some very focused questions like, during
the last two weeks have you had any Medicare patient who had trouble getting services that were needed, or
some very targeted questions to elicit problemsjust asflags. | don't know if that would be of value or not.
Something to think about as piggybacking on the other work.

DR. CURRERI: 1 think | disagree with many of the other commissioners. | happen to think,
number one, thisis very important and should be of high priority. You'll recall that the reason that we thought
that this was something of high priority was when we were questioning the representative from HCFA who was
telling us about the preliminary publication of the practice portion of the fee schedule.

Joe and I, | think, both asked him how would they know if the change in fees resulted in an

access problem and he said, we have that data. But it turned out in early 1998 we were looking at 1995 data,
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and that there's at least atwo-year lag before we would know whether any of these changes are causing a
problem. And | think that's unacceptable.

DR. WILENSKY:: But Bill, part of what we're proposing is to do some of our own survey
work about access.

DR. CURRERI: | understand that. But I'm just saying that, alot of people are saying that
early warning isn't important and | think it is.

DR. KEMPER: Nobody said that.

DR. CURRERI: Let mejust say that, we had some experience with this on the PPRC and
one thing we found that the legidative bodies here on the Capitol, that is the staff of the Congress and the
Senate, were not very good sources of complaints. | guess Medicare people with problems don't think to call
their senators or congressmen, or at least that was our experience at that time.

AARP was avery cooperative group, but they tended to draw in people that were
complainers because they would put alittle notice in their paper and say, if you have an access problem, write
tous. And that got usalot of people that had an access problem when there wasn't any.

| think though, | was just looking at this book that Murray sent us. | don't know if you all
read it, but it'sreally avery nice publication. Inthe back of this book, every state has an agency on aging, or a
commission on aging, in which it says, if you have problems with your health care system call this number and
it givesafree number. Now | don't know whether people read this book, but it seemsto me you at least have
one statewide source, if they are responding to this 1998 guide, where you might be able to at least in a pilot
have 50 or so people that you could contact on aregular basis.

Do you have any experience with these commissions on aging and whether that's a good

source?
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MS. NEWPORT: Yes, that's agood source.

DR. CURRERI: So that would simplify things, rather than to do all these different things at
once, just to see if you can pick up some problems at a statewide level at least.

DR. WILENSKY: My sense againisthat | don't think there's any lessinterest. | think
there's an issue between the survey on access work that you're going to do, the surveys you're going to do
anyway, and to try to pilot some ideas to see whether there's away to not have to wait two or three years after
thefact. But be cautious and careful and come back to us before you get too far down theline.

Thank you.

Can we have the last session on access to home health services? Louisa?

MS. BUATTI: Asyou know, the fiscal year 1999 budget contains several provisions
affecting home health care. Among these are additional reporting requirements for MedPAC and the
Administration. 1'd like to go over those now.

First, the Secretary is required to describe her research activities for the development of a
prospective payment system and outline her plans for implementing such asystem. Thisreport isdueto the
Congress by
January 1st, 1999. MedPAC isrequired to comment on this report no later than 60 days after it is submitted to
the Congress. That meansthat if it's on schedule that we will be submitting a comment later right around the
time of our March report.

The Commission is also required to analyze access to home health services under the IPS
and include its findings in the June 1999 report. I'll just quickly go over our workplans to examine access to

care.
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Right now we're planning to use a four-pronged approach to identify potential access
problems. Thiswould involve looking at the supply of home health providers, utilization of home health
services, and to alesser extent we'll attempt to learn about beneficiary perceptions about accessto care.

The projects we have planned, first, an examination of home health agencies survey and
certification data, a survey of home health providers, an analysis of Medicare home health claims data, and
panel discussions with individuals responsible for arranging for home health services.

We're planning to look at the survey and certification data to give us a better sense of the
availability of home health services. Well use thisinformation to identify the numbers of home health agency
openings and closures since the implementation of IPS. And welll use thisinformation to target our other
analyses toward areas where the number of providers has decreased, possibly indicating areas where there are
access problems. We're planning to start work in this areain late December and early January.

Our second project will help us learn more about how the payment levelsimposed by the
BBA aswdll as
the 1999 budget provisions have affected home health agencies’ ability to provide care for Medicare
beneficiaries. We have heard anecdotal reports that some agencies are struggling to understand how the IPS
limits work, and that some agencies are closing based on misinformation about how the limits are set.

So to get a better understanding of that, we plan to conduct a survey of home health
providers to gauge their understanding of the IPS system, and also to determine if the payment limit changes
have influenced provider behavior.

On that second point, we would try to learn more about whether agencies are still surveying
the same numbers and types of Medicare beneficiaries and whether their practice patterns have changed as a

result of the new payment limits. This survey would be conducted in February and March.
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The third project we're considering is an analysis of home health claimsdata. We intend to
examine Medicare home health claims from October 1997 through March 1998. This representsthe first six
months during which time the interim payment system was in effect. We would look at later claims dataif they
become available, but right now we're pretty certain that thisis the latest we could get.

In that analysis we would compare utilization rates with the previous year. We'd also look at
whether or not agencies that were bound by the |PS limits at that time with those for agencies that had not yet
begun the interim payment system.

In addition, we would compare the numbers and types of agencies submitting home health
claims during this period with the survey and certification data, just to get a better sense of, in fact, the supply
of providers. Finally, welll use thisinformation to compare with the responses from the provider survey about
utilization.

In the claims analysiswe'll look at both the number of beneficiaries receiving home health
services as well as the number and mix of services that they're receiving. This should help usidentify areas
where problemswill exist. This claims data analysis will start as soon as the data are avail able and we expect
to have it in the next month or so.

Then findly, our last project is an attempt to gain a deeper understanding of beneficiaries
perceptions about access to home health services. Weintend to convene panel discussions with beneficiary
advocates and individual s experienced in arranging for home health services. We would contact area agencies
on aging and hospital discharge plannersto find out if they're experiencing difficulty in placing beneficiaries
into home care. We also hope to learn from them whether beneficiaries are expressing dissatisfaction with the

level of care they're receiving or the types of services they're receiving.
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The panelists will be selected from arange of geographic areas representing differencesin
historical utilization patterns, payment limits, and agency supplies. We'll also use the results of the provider
survey to select our candidates for the panels. We recognize that thisis an indirect way of getting information
about beneficiary perceptions, but given the limited time frame we have, we think thisis a reasonable one.

So I'd be happy to hear your comments.

DR. NEWHOUSE: A couple of questions. On the survey of the providers, are you going to
do anything to validate responses?

MS. BUATTI: Wewould look at the claims.

DR. NEWHOUSE: Attheclaims. Using the results or sampling in areas with closures, |
assume you're going to just oversample there because -- that you'll have some other group for comparison.

MS. BUATTI: Yes, right.

DR. KEMPER: One thought occursto methat in a sense thisis an early warning system or
maybe the early warning system was through the industry reaction and the trade associations and Congress.
But this has some real appeal in the sense that it'stargeted at a particular change where we expect that there
might be problems that arise and goes after that.

| think one thing that | would even urge you to target more is areas where -- along
dimensions where the payment changes lead you to expect that there might be achange. So more targeting |
think might be useful.

MS. BUATTI: Right.

DR. KEMPER: Secondly, | may have misread the materials but it seemed to me at some
points you might have been focusing on just part of the picture, the closures of agencies, or at another point,

just the utilization on continuing agencies.
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It seemsto meit'simportant to look at the total set of agencies and look t the net change of
closures and openings or whatever the term is, or utilization including ones that have closed and ones that have
started up, so that you get the full picture of the net changes.

MS. BUATTI: Okay.

DR. KEMPER: The other comment that | would have isthat these issues aren't going to go
away. Soinfiguring out what the short term plan is we might want to think about putting in place some things
that could be repeated in ayear or two because there are going to be other payment changes that are going to
raise some more kinds of issues. So not just focus on the short run but identify things for the longer run as well.

MS. BUATTI: Okay.

DR. WILENSKY:: Any further comments?

Thank you. | think we've worn the commissioners out. Thank you, thiswas avery
productive two days.

Arethere any audience comments?

DR. NEWHOUSE: We've worn the audience out.

DR. WILENSKY: We have. We will be meeting in December. The information will be on
the web site, and we'll get the information to commissioners as soon as we can.

Happy Thanksgiving, everyone.

[Whereupon, at 3:00 p.m., the meeting was adjourned.]
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